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PERSONAL SAVING AND CONSUMPTION EXPENDITURE 


This is the fourth paper in the series devoted to the results of the National 
Survey of Personal Incomes and Savings. The first paper contained a brief 
description of the methods used and a summary of the principal findings; the 
second paper was concerned with the distribution of personal incomes; and 
the third dealt with the ownership of liquid and non-liquid assets. In this 
paper we reach the heart of the problem for the study of which this survey 
was designed, namely, the measurement and analysis of personal saving. 


INTRODUCTION 

The rise of the modern industrial system, less than 200 years ago, first 
gave prominence, as well as an economic justification, to the virtue of personal 
saving. For the greater part of the nineteenth century English manufacturers 
led the way both in the development of cheaper and more efficient ways of 
production and in preaching the gospel of thrift, themselves setting a potent 
example of its application. Thrift became a national religion whose influence 
spread to the working-class, at any rate to those of its members who enjoyed a 
slightly better standard or more security than their fellows. The process 
received a special impetus during the first world war when, in extremity, a 
campaign was launched for mass popular saving to meet the forces of inflation. 
After the war the momentum continued and found new forms, especially 
with the rapid development of the building societies, but men became less 
sure of the virtue of the process. [he prolonged agony of unemployment and 
economic depression raised doubts about the wisdom of too much saving and 
greater emphasis was placed on the need for spending. Keynes’s General 
Theory gave theoretical expression to this underlying economic malaise. 

These doubts and questionings were quickly dispelled again in the second 
world war when the imminent threat of inflation caused the government to 
take determined steps to stimulate the flow of personal saving. And in the 
post-war world the struggle to find sufficient resources to meet all demands 
has continued. It is agreed on almost all sides that the need for capital 
investment, both to improve and modernise our productive apparatus and to 
rebuild our towns and to provide a wide range of social amenities, is immense. 


1 The first three papers appear in the following issues of the BULLETIN : (1) November— 
December, 1952; (2) February-March, 1953; (3) June-July, 1953. 
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At the same time, these claims on our resources are confronted by the pressing 
urge of the mass of the population for a higher standard of living and, on the 
other side, by the heavy burden of the rearmament programme. It is no 
wonder, then, that increasing attention is being given to the problem of 
personal saving. 

As in other departments of life, while things go smoothly little attention 
is paid to the mechanism. So long as this country’s saving was sufficient 
to cover all the investment projects that people were willing to undertake its 
regular flow was taken very much for granted. This must be the explanation 
for the fact that there has been no previous attempt to make an intensive 
study of the forces determining personal saving. A pioneer investigation of 
the subject was undertaken by Charles Madge in the early years of the second 
world war;! but its conclusions, which are based on interviews amongst 
working-class families only, and in just a few areas, are of limited applicability. 
‘The most important examples of large scale surveys of saving habits come 
from the United States. The first such survey was the National Resources 
Committee’s Consumer Purchases Study, carried out in 1935-36. A further 
survey was undertaken, also under government auspices, in 1942; and since 
1945 the annual Surveys of Consumer Finances provide regular data, at least 
until 1950, of the relation between the saving, income and other attributes of 
the American population.” 

The present survey is, therefore, the first in this country, or indeed any- 
where outside the United States, to attempt to discover the saving habits 
of a broad cross-section of the population. There are many difficulties in 
undertaking a task of this nature: not everyone who is approached for 
information about their personal finances will co-operate; those who do 
co-operate may not be willing, or perhaps able, to give the whole truth; and 
the questions themselves may not be framed in such a way as to elicit the 
right answers. Apart from all this, we find that there are appreciable groups 
of the population whose saving behaviour in any one year is erratic. And since 
these people contribute quite largely to the community’s total volume of 
saving or dissaving their chance inclusion or exclusion from a sample may 
make a great deal of difference to the estimates that such a sample yields. 
The sampling problem is an acute one and, for that reason alone, much 
caution must be used in interpreting the results of this type of survey. How- 
ever, if we proceed carefully, if we compare our results with those obtained 
from other sources, as well as with the conclusion of commonsense, we may 
succeed in drawing out of our data some useful additions to our knowledge 
and so open the road to even more fruitful studies in the future. 

‘Ihe questions which this survey was designed to answer fall into two 


1 Wartime Pattern of Saving and Spending, 1943. 

_ 3 Reference may be made to the following : for 1935-36, Consumer Expenditure in the 
United States, U.S. Government Printing Office, 1939 ; for 1941-42, Family Spending and 
Saving in Wartime, BULLETIN No. 822, U.S. Bureau of Labour Statistics, 1945; for the 
1945-50 Surveys of Consumer Finances, articles published annually in the Federal Reserve 
rears nee also = Ly lap bsial = 2) Reo Kuznets, Shares of Upper Income 

oups in Income and Savings , in which t avi iti 
in relation to income are Sivegs a colmpayeelt rik Attar at cone 


NATIONAL SURVEY OF PERSONAL INCOMES AND SAVINGS 343 


broad groups. Firstly, there are the descriptive, or enumerative, questions : 
for example, we may wish to make an estimate of the total volume of personal 
saving and of how this total is composed; or we may want to know what sorts 
of people are currently saving or dissaving and how much they contribute to 
the final result. The second group of questions can be described as analytical 
questions. ‘These are the questions about causes: for example, is there a 
relationship between saving and income? How is the relation modified by 
other influences, such as occupation, age, change in income, and so on? As 
we shall see, such question cannot be fully and satisfactorily answered from 
cross-section data alone; but at least it is worth exploring this territory, for 
it is here that we confront the most interesting and practically important part 
of our subject. This paper will be divided into two main sections, corres- 
ponding broadly with the above division; but as will become clear, these are 
not watertight compartments and there will be much overlapping between 
them. As a preliminary, however, we must spend a few pages on definitions, 
and in particular on our definition of saving. 


GENERAL DEFINITIONS 


The ultimate units whose characteristics and behaviour were studied in 
this survey are called ‘income units’. They consist of married couples and 
single persons of 18 or over, children of under 18 being included with their 
parents or guardians. Thus the income, asset holdings or saving of an income 
unit consist of the total amount received, held or performed by each member 
of the income unit, added together and expressed as a total for the whole unit. 

The number of income units interviewed was nearly 2,600. They were 
selected by controlled sampling from lists of addresses of private houses 
(hotels and institutions being excluded) in 69 towns and country areas in 
different parts of Great Britain. The interviews were made in April and May 
1952. The information collected about annual flows, such as income or 
saving, refers to the amount received or performed by the income unit in the 
12 month period preceding the date of interview. Information about most of 
the other characteristics of the income unit, such as, the occupation of the 
head (in the case of a married couple this means the husband) or total asset 
holdings, refers to the situation at the time of interview. 

The definition of income, for the purposes of this survey, is fully described 
in the paper which deals with income distribution.’ Briefly, gross income 
means total money income of the income unit, before tax but after charging 
business expenses and repair allowances, plus the estimated value of own 
produce consumed by farmers. It does not include the Schedule A value of 
owner-occupied property; but it does include certain forms of income that 
are not subject to tax, e.g., war pensions, and private allowances from relations. 
Net income, or disposable income, is gross iricome minus the estimated amount 
of income tax, surtax and National Insurance contributions payable by the 
income unit in respect of the income earned in the year. 


1 Butvetin, Vol. XV, Nos. 2 and 3, February-March, 1953. 
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DEFINITION OF SAVING 

The standard definition of saving is the difference between income, atter 
tax, and consumption. ‘This concept also underlies the definition of saving 
used in this survey; but, as will be seen, the concept is not unambiguous, and 
there is room for dispute about its practical application. The practical 
problems arise when we come to specify precisely what we mean by (a) income 
and (b) consumption. For example, in national income accounting it is 
common practice to treat the life funds of life assurance companies as belong- 
ing to the personal sector; with the consequence that the interest earned by 
those funds forms part of personal income. Likewise, the accrued interest. 
on National Savings Certificates is included in personal income. Or again, the 
contributions paid by employers to pension funds on behalf of their employees 
are treated as forming part of current personal income. None of these three 
types of income is included in the income measured in this survey and the 
survey’s estimate of total personal saving is affected accordingly. Allowance 
must be made for these, and for some other less important, parts of personal 
income when comparing the survey’s results with outside figures. 

On the side of consumption there are also problems of precise definition. 
It is customary, for example, to treat the purchase of durable goods, such as 
motor cars, household appliances, or furniture, as an act of consumption. 
It is well known that this is logically difficult to defend; but for practical 
reasons it is necessary to draw a line between consumption and investment 
at some clearly-marked point, and it is generally thought to be more conve- 
nient to include durable consumers’ goods on the consumption side of the 
line. In this way we avoid the problem of assessing the value of the existing 
stock of consumer durables and its rate of depreciation. [he matter is not 
very serious when national income aggregates are under consideration : but 
when we come to study the behaviour of individual income units this definition 
is less satisfactory. For there are many individuals who, after building up a 
stock of funds over a period of time, suddenly spend a large sum of money on 
the purchase of a car, or, perhaps, a house full of furniture. If durable goods 
are considered to be consumed at the time of purchase such people will 
appear to have heavily overspent their incomes in the period in question ; 
yet they may equally well be regarded as having simply transferred their 
savings from one form to another. In this survey we follow the conventional 
definition of saving which excludes the purchase of durable goods. (‘The 
purchase of houses, however, is treated here, as in national income accounting, 
as an act of investment). But we shall examine, in the second part of this paper, 
the effect of employing an alternative definition in which the purchase of 
durable goods is counted as investment. 

While the principles on which our definition of saving is based are con- 
formable with those generally used in national income analysis, with the few 
exteptions noted above, our practical method of ascertaining the volume of 
personal saving is quite different. The statisticians responsible for estimating 
national income can rarely, if ever, make a direct measurement of personal 
saving. Some attempts in this direction have been made in the United 
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States, where the Securities and Exchange Commission compiles global 
estimates of changes in personal holdings of certain types of assets. But in 
general the figure of personal saving is arrived at as a residual, by one of two 
routes: the first, and most obvious, method is to use direct estimates of 
personal income, personal tax liability and personal consumption expenditure 
and to take personal saving as the difference between the first of these and the 
sum of the other two. A second, more subtle, approach is to estimate total 
capital formation, and to subtract from that the amount for which finance 
has been provided by the business and government sectors; the remainder 
must he assumed to have been financed by personal saving. 

‘here are difficulties, and grave risks of error, in both these residual 
methods, and neither is suitable for use in a survey. In the estimation of the 
personal saving of individual income units the second residual method is 
clearly inapplicable. ‘The first method could be used, in principle, but in 
practice the errors that would arise in subtracting the individual income unit’s 
estimates of its total consumption expenditure from its net income would 
probably be even greater than those that occur in the similar treatment of 
national aggregates. Consequently, in all the American surveys referred to 
above, as well as in the present one, the estimation of personal saving is made 
directly, by means of questions designed to discover what changes have 
occurred in the assets and liabilities of each family unit. For this purpose 
it is necessary to ask a long and exhaustive series of questions covering every 
possible change in the family balance-sheet, or every possible type of capital 
transaction. For each type of transaction the person interviewed is asked 
whether he has bought or sold, lent or borrowed, or invested or disinvested 
anything during the previous 12 months; and, if so, how much money has 
changed hands. 

Amongst the wide variety of possible capital transactions we can dis- 
tinguish two fairly homogeneous classes and a remainder. The first class, 
called contractual saving, contains regular capital payments that are made 
under a contract or agreement. They are of three types : (1) premiums paid 
for life assurance, including endowment assurance, (2) contributions towards 
a superannuation fund or scheme, and (3) the repayment by instalments, 
usually through a building society, of the principal sum borrowed on a mort- 
gage. Each of these is clearly, to some degree, an addition to saving. The 
repayment of mortgage principal is entirely so: life assurance premiums and 
superannuation contributions are mainly saving, although they comprise 
also a payment for the provision of insurance. ‘l’o make a precise calculation 
of the addition to the income unit’s saving from the maintenance of an 
insurance policy it would be necessary to subtract from the gross pre- 
miums paid the costs of providing the insurance, 1e., management 
expenses and shareholders’ profits, and to add in the policy-holder s share 
of the accrued income on the fund already accumulated in the hands of the 
insurance company. For the population as a whole it so happens that these 
two adjustments very nearly compensate one another; but there is no reason 
why they should cancel out for each individual. ‘The ideal measurement of 
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individual saving through life assurance would be the increase in the surrender 
value of the policy between the beginning and end of the year. Such a 
calculation would be very difficult to make and the survey definition of saving 
for the individual income unit therefore takes the gross amount of life assur- 
ance premiums paid as a measure of saving through this channel. Similar 
arguments apply to superannuation contributions, the gross amount of which 
is also included in saving. The total of the three types of contractual payment 
forms a sub-total or component of total saving and this sub-total is necessarily 
positive. 

The second reasonably homogeneous class of transactions comprises the 
changes in liquid assets. Eight types of liquid assets are identified in this 
survey and a change in any one of them represents an addition to or sub- 
traction from saving. By summation we arrive at the net change in total 
liquid assets; and this is treated as the second major component of total 
saving. It may be either positive or negative. 

All other transactions of a capital nature constitute the remainder, called 
miscellaneous saving; it consists of a wide variety of items, some of which are 
additions to saving and others subtractions from saving. The additions to 
saving are: (1) the purchase price of land or buildings bought during the 
year, excluding legal and other costs of transfer, (2) expenditure on physical 
additions to property owned by the income unit, not counting repairs, replace- 
ments and decorations, (3) investments in own business, profession or farm 
including the ploughing back of profits, (4) money paid for the purchase of 
stocks or shares, (5) money paid for the purchase of an annuity, (6) capital 
gifts or loans made to others, (7) reductions in debts outstanding, e.g., by 
reduction of overdraft, repayment of hire-purchase debts on goods bought 
previous to the year in question, reduction of debts to retailers, reduced 
tax liability in respect of surtax compared with the position one year previously, 
and repayment of loans received from others. The subtractions from saving 
are: (8) receipts from the sale of property, after repaying any mortgages or 
loans attached to the property and paying transfer expenses, (9) withdrawals 
of capital from a business, profession or farm, including any excess of current 
withdrawals of income over profits earned, (10) money received from the 
sale of stocks or shares, (11) repayments of money owing to the income unit 
by others, (12) increases in debts outstanding, e.g., increase in overdraft, hire- 
purchase debts incurred during the year, increase in debts to retailers, 
increased tax liability in respect of surtax, and loans raised during the year. 

The list of subtractions from saving also includes two items which might 
not, at first sight, seem to be relevant. It is necessary to put on this side of the 
account all money receipts from a source other than income ; otherwise in 
those cases where a capital receipt results in an increase in asset holdings there 
will be an item on the positive side of the account which will appear to indicate 
saving out of income. To correct for this, whenever an income unit receives 
a lump sum from a legacy or gift, from a matured or surrendered life assurance 
policy, or from any other insurance policy, from a pension fund or from 
post-war credits, or as the proceeds of gambling or of participation in a 
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football pool or sweepstake, the money received is treated as a ‘ windfall ’ and 
is listed on the negative side of the saving account. For very similar reasons, 
if the income unit has sold any durable goods during the year the proceeds, 
which are clearly not part of income, must be regarded as subtractions from 
saving.? 

‘Total saving is the sum of (1) contractual saving, (2) the net change in 
liquid assets and (3) miscellaneous saving, and since either or both of the 
two latter can be negative, total saving itself may be negative. Positive saving 
means that net income exceeds consumption; negative saving means that 
consumption exceeds net income. It does not follow that when there is 
positive saving net worth is increased, nor vice versa. Net worth, the balance 
of the current value of assets over the current value of liabilities, can be 
affected by influences other than saving; in particular, by capital transfers 
and by capital gains or losses. In the computation of saving for the purpose 
of this survey the effect of capital transfers, as has been shown above, is 
specifically discounted. Nor do capital gains or losses have any influence on 
the survey estimate of saving, since the measurement of changes in balance- 
sheet values is in terms of transactions, not of comparative net worth at 
different dates. This conforms with our definition of income, under which 
capital gains and losses are excluded, excépt in so far as inventory gains or 
losses are already incorporated in the profits of the self-employed. 

To sum up this discussion it may be useful to express the various defini- 
tions of saving in the form of a series of identities. The fundamental identity 
for each income unit is : 

(1) Saving = Income — Tax liability — Consumption. 

Since this cannot be measured directly with any degree of accuracy, we 
replace this by its exact equivalent : 

(2) Saving = Direct investment 4- Lending — Borrowing. 

When allowance is made for the effect of capital transfers this becomes : 

(3) Saving = Direct investment + Lending — Borrowing + Capital gifts 

—Capital receipts. 
It is in this final form that the definition is applied in practice in this survey. 


A. DESCRIPTIVE RESULTS 


EsTIMATE OF AGGREGATE SAVING 
It has been emphasised several times that the estimates of average or 
aggregate saving that can be derived from this survey are subject to relatively 
large sampling errors, as well as to the other errors which attend any empirical 
collection of data. Nevertheless, in view of the importance of the topic it 
seems worth while to set down in a few round figures what the findings of the 
survey amount to. In doing so, we must remember that these estimates 


1 Where major durable goods have been both bought and sold and the value of goods 
bought exceeds the receipts from goods sold, only this excess 1s counted as expenditure on 
durable goods, and there is no entry in the saving account under goods sold. Where the 
excess is in the other direction there is no net expenditure on durable goods and a net item 
it entered in the saving account under goods sold. 
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apply only to that section of the population from which the sample was 
drawn, namely, people living in private households in Great Britain. They 
represent about 22 million out of the 24 million income units in Great Britain, 
the remainder being the inhabitants of institutions, including the armed 
forces. 

The survey’s estimates of aggregate saving, divided into its major com- 
ponents, are given in the following table : 


Aggregate Saving by Private Households in Great Britain, 1951-52 
(survey definition of saving) 


£ million 
Contractual saving... ee =F a +395 
of which: Life assurance premiums ... tae or ..» +240 
Superannuation contributions _... oe ... + 70 
Mortgage repayments”... fe am 5 PSs 
Change in liquid assets... beh sft se3 et =. —385 
Miscellaneous saving as te a4 oe oF, a + 80 
Total saving... er ee nee rp = + go 


Before we comment on these figures it is necessary to adjust them to the 
definition of saving used in national income estimates. ‘The adjustments are 
all on the positive side, as follows :— 

Additions to Survey Estimates to Adjust to National Income Definition of 


Saving! 

£ million 

1. Excess of property income of life assurance companies and 
friendly societies over expenses, taxes, annuities and profits”... 14 
2. Employers’ contributions to pension funds... =, - “oe SP TOS 
3. Interest accruing on Savings Certificates ... = = hy 62 
4. Dividends paid to football pool winners... - ee 4 30 

5. Legal fees, stamp duties and other costs of transfer of land and 
buildings, paid by persons ... ~ be, a sr oe 30 
Total addition ... oe & he be ae os eae 


The first item arises because the survey definition of saving through life 
assurance takes no account either of the expenses of providing insurance or of 
the property income of the accumulated funds. It also allows for the increase 
in the funds of friendly societies. The second and third items are included 
because, although they both form part of personal saving in the national 


Sources : (1) Statistics published by the Life Offices Association, an 
Industrial Assurance Commissioner and the Registrar of Friendly See ; “By eatinate 
provided by the Central Statistical Office ; (3) Statistics published by the National Savings 
Committee ; (4) Estimate based on figures published in the Report of the Royal Cighitistie 
on Betting ; (5) A rough guess of the proportion of the total of these costs incurred b: 
persons. The total for 1951, including business and government expenses of this sort x 
estimated in the National Income blue book at £54 million. ey 
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income estimates, they are not collected in the course of the survey. The 
fourth item is a rather curious one. The dividends paid out by the football 
pools are accumulations of capital out of the stakes contributed by football 
pool supporters, and in this sense they are the outcome of collective saving 
by this section of the population. Once the money has been staked the act of 
saving has been performed : the football match results merely determine how 
the total fund shall be divided amongst the winners. The problem is: to 
whom is this act of saving to be attributed ? It cannot be attributed to the 
winners because that would conflict with our concept that saving derives only 
from income. In principle, the problem could be solved by imputing a 
proportion of each person’s stake as a contribution to saving; but this would 
be very laborious and would scarcely justify the collection of the necessary 
data. It seems better, therefore, not to try to allocate this component of 
saving but to add in the total sum as an adjustment to the aggregate. Finally, 
the fifth item arises because the official estimates now include expenses of 
transfer of real property in total capital formation. It seems a questionable 
proceeding; but since our task is merely to render our estimates comparable 
with the official figures the adjustment is necessary. 

So far as possible these adjustments are in respect of the year 1951-52, 
but some are based on data for the calendar year 1951. All relate to the United 
Kingdom, and in no case has any attempt been made to exclude the part 
attributable to the institutional population. Strictly, therefore, they do not 
apply to the population covered by the survey; but they are probably of the 
right order of size for this purpose. 

When the survey’s estimate of total personal saving is adjusted to the 
national income definition of saving the total is increased from {£90 million 
to £330 million.1 The adjusted account of personal saving is as follows : 


Aggregate Saving by Private Households in Great Britain, 1951-52 
(national income definition) 


£, million 
Contractual saving... a re oe of: m 25 & 
of which: Life assurance and friendly societies... ws 254 
Superannuation contributions by both employers’ 
and employees’ ... oe ac es st 
Mortgage repayment wat bie re $+ 85 
Change in liquid assets... 3: oar et is ee 323 
Miscellaneous saving ” = ben! ahs oF a +140 
‘Total saving a — nt a oA Bs! +330 


‘The most remarkable fact revealed by this table is that contractual saving 
amounts to over £500 million, or over 4 per cent of gross personal income. 
It is a strking tribute to the saving propensities of the British public. Added 
to this there is a sum of {100-150 million of miscellaneous saving, the net 


1 Both figures are amended from those published in the preliminary estimatesin BULLETIN 
Vol. XIV, Nos. 11 and 12. 
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fesult of a great variety of transactions, much of which is due, as we shall see, 
to the ploughing back of profits into private businesses. Finally, this total of 
about £650 million on the positive side is offset by withdrawals of over £300 
million from liquid sources, particularly from national savings and joint 
stock bank accounts. 

How does our estimate of total personal saving compare with the official 
estimates ? This is a difficult question to answer. The official estimates are 
given for calendar years, and the latest ones suggest that there was a radical 
shift in personal saving between 1951 and 1952. ‘Total personal saving, 
including provisions for depreciation and stock appreciation by private 
firms, rose from {£220 million in 1951 to £502 million in 1952.’ If we sub- 
tract the depreciation provisions this leaves £103 million in the first year and 
£388 million in the second. It is not legitimate to infer from this that saving 
for the financial year 1951-52 was £103 million plus a quarter of the increment 
of 1952 over 1951, since consumer spending habits changed quite substantially 
between the first quarter of 1951 and the first quarter of 1952. While total 
personal incomes for the year 1952 were about £770 million above 1951 a 
comparison of the first two quarters suggests that personal incomes in the 
first quarter of 1952 were as much as £250 million above the level of the first 
quarter of 1951. Consumer expenditures, on the other hand, rose between 
these two periods by only £85 million; so that, even after allowing for tax, it 
seems that personal saving in 1951-52 may have been about £150 million 
greater than in the calendar year 1951. ‘The official estimates, therefore, 
seem to suggest that total personal saving in 1951-52 was of the order of 
£250 million, as against our estimate, on the same definition but for a smaller 
segment of the population, of £330 million. The absolute difference of £80 
million is not remarkable when due account is taken of the possible errors in 
both estimates. 


‘THE DISTRIBUTION OF PERSONAL SAVING AND OF ITS COMPONENTS 


We now proceed to outline the results of the survey in greater detail and, 
in particular, to provide data on the distributions of saving and of its com- 
ponents between persons. This is an aspect of the problem with which the 
survey is better qualified to deal; and indeed it is the only source from which 
such information can be derived. The order of discussion in this section 
will be as follows: first, we shall consider the distributions of the various 
forms of contractual saving and of contractual saving as a whole; then, we 
shall discuss the changes in liquid assets and the distribution of total liquid 
asset changes; thirdly, we shall say something about the other components 
of saving. This leads, finally, to a discussion of the distribution of total 
saving and an analysis of total saving into its components amongst the 
different sub-groups of the population. 

Life Assurance Premiums 

The first type of contractual saving to be discussed is life assurance pre- 
miums. The data refer to the gross amount of regular premiums paid during 

1See National Income and Expenditure, 1946-52. 
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the year by any member of the income unit in respect of private life assurance 
policies, including endowment policies. Payments for National Insurance 
were specifically excluded. The distribution of income units according to the 
size of payments made is given in Table 53. 


TABLE 53 


Life Assuvance Premiums Paid in Year 
(percentage distributions of income units) 


{ Total life assurance premiums paid Those who 
_ Type of | pay life 
income unit Nil | £1-4 | £5--9 | £10- | £20- | £30-| £50- | £100 | assurance 
79 29 49 99 and 
over | Mean| S.D. 
£ £ 
All income units ted lies) 17 19 20 7 4 2 1 16 28 
Gross income 
Under £100 <5] 5S 2 8 + 1 — — — 4 4 
£100—199 ... aaa gel 26 14 7 2 33 * — 6 7 
£200—299 ... sot 40 24 21 13 al 1 * — 8 7 
£300—399 ... aef tee 5 15 25 22 9 3 1 * 7 12 
£400—499 ... eels pet US 12 25 32 10 5 1 — 14 10 
£500—599 ... av P86 8 19 32 13 9 3 * ily 15 
£600—699 ... ede dG 6 16 41 11 if 2 1 18 18 
£700—799 ... wf 14 10 20 29 8 11 8 * 20 20 
£800—999 ... sai” 20 6 8 17 14 15 13 1 29 ZL 
£1,000—1,499 isihioZ4 8 3) 15 8 10 19 13 61 80 
£1,500—1,999 aoe 8 — 3 9 19 22, 31 8 52 38 
£2,000 and over ...| 16 — if — 8 6 26 37 140 132 
Occupation of head 
Self-employed soe al 7 | 13 21 6 14 11 7 40 60 
Managers, etc. we (4 | ~ 6 22 13 14 14 6 44 66 
Clerical and sales ...}| 34 18 20 16 5 5 2 — 13 14 
Skilled manual rh ees 14 22 27 9 4 1 bd 13 ial 
Unskilled manual ...| 28 17 24 22 6 3 * — 10 9 
Retired, etc. os ea 7, 27 13 8 3 if 1 a 8 11 
Age of head 
18—24 1s eel (62 M7 15 4 i) 1 — — 7 6 
25—34 Pie a ea 11 19 Z 9 5 72 * 15 15 
35—44 ae AR |e le’ i1 20 a4 8 8 4 2 21 38 
45—54 bas le LO 15 20 23 12 5 4 2, 20 34 
55—64 waits ae eS, al 28 19 6 4 3 1 15 30 
65 and over rect SU 28 iD 7 3 > 1 b3 il 11 
Sex of head 
Male vee AWA 13 20 24 9 5 3 1 18 31 
Female ae A tA 27 14 9 2 1 i * a 9 


* Less than a half of one per cent. 


Of all income units in the sample, 70 per cent were paying some premiums 
for life assurance. Half of these, however, were paying less than {10 per 
annum, in most cases, presumably, to door-to-door collectors employed by 
the ‘ industrial ’ assurance companies and collecting societies. The average 
payment by those paying life assurance was £16 per annum, and we can 
estimate that the total of life assurance premiums paid by income units in 
private households was about £240 million. Figures issued by the companies 
in respect of ordinary life assurance and deferred annuity policies (apart from 
pension schemes) show that total premiums paid by persons in the U.K. in 
1951 amounted to nearly £140 million, while an additional £133 million was 
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paid in premiums to industrial assurance companies and collecting societies. 
If allowance is made for the fact that the survey’s figures cover only about 
go per cent of the U.K. population, this total of £270 million is consistent 
with the survey’s estimate of £240 million. 

Both the proportion of income units paying life assurance and their 
average payment increase as gross income rises, at least as far as the income 
level of £800. Thereafter the proportion, and to some extent the average 
payment, are subject to fluctuations whose origin is not quite clear. It may 
be that these fluctuations are simply a reflection of sampling errors; but it 
may equally be true that people in the upper income groups are less consistent 
in their behaviour than those at lower levels. In particular, one should 
remember that a very large proportion (between a third and a half) of the 
income units with incomes of {£1,000 and over consists of self-employed 
business and professional people, whose economic behaviour is generally 
more varied than the behaviour of employees. In Chart 19 the average payment 
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CHART 19. Contractual Saving in Relation to Gross Income 
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of life assurance per income unit, covering all income units in each income 
group irrespective of whether they pay life assurance or not, is plotted against 
gross income. It appears that there is a fairly constant average relation between 
gross income and life assurance payments for all income groups below £1,000 
a year, and that life assurance payments amount to about 2} per cent of gross 
income, or 6d. in the £. 

* For ordinary life assurance and annuity business, sce a Icaftlet entitled Brilish Life 
Assurance Statistics, published by the Life Otfices’ Association, October 1052. For indus- 


trial assurance, see Industrial Assurance, Statistical Summary, 1941-1951, publi 
Industrial Assurance Commissioner, October 1952. 3 + Lelienstetemeinars 
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The analysis of the sample into occupational groups reveals that about four 
out of five of the self-employed and managers pay life assurance, and almost as 
many of the skilled manual worker group. But the self-employed and managers 
pay out on the average much larger sums, £40 and £44 respectively, compared 
with an average of only £13 by the skilled manual workers. Only two-thirds 
of the clerical and sales group pay life assurance; and this is probably due to 
the large proportion of females in this group. Income units with female 
heads much less frequently pay life assurance than those with male heads. 
This again is related to the fact that only half of the retired and unoccupied 
pay life assurance, the majority of these being also income units with female 
heads. Although, in the absence of a closer analysis, the evidence on this 
point is not conclusive, it would seem that occupation and sex exercise to 
some degree an independent influence in this matter. It is certainly true that 
in every age group, except perhaps the lowest, the proportion of females 
paying life assurance is appreciably less than the proportion of males, and 
their average payment is usually less than half. 

The analysis by age of head shows that young people under 25 are not 
very conscious of the importance of life assurance. The proportion of females 
in this group is very large but this is not the explanation: both males and 
females of less than 25 show the same tendency to be unattracted by life 
assurance. A more likely explanation is the fact that nine out of ten income 
units in this age group are single persons: more than half of such people pay 
no life assurance. The propensity to pay life assurance increases up to middle 
age, flattens off a bit, and, as one would expect, drops appreciably after the 
age of 65. This pattern is broadly true, as we shall see, of contractual saving 
as a whole, but it appears to differ from the pattern for total saving, which 
reaches a maximum sometime after middle age. 


Superannuation Contributions 

The second component of contractual saving consists of the superannua- 
tion contributions paid by persons out of their wages or salaries and normally 
deducted by their employers at source. The data again refer to the total 
amount paid during the year by any member of the income unit, but it is 
unlikely that there are many cases where the payments are made by anyone 
other than the head. As in many other aspects of economic behaviour, the 
population divides into active and inactive members: in this case, the 
division is between those who pay superannuation and those who do not. 
The distinction between these two groups is not identical with the dis- 
tinction between those who ‘ belong’ to a pension scheme and those who do 
not. Some people are entitled to a pension without making contributions, 
notably civil servants and bank officials. Strictly, it could be maintained that 
civil servants receive larger salaries than they are nominally paid, the balance 
being equal to the present discounted value of the additional pension rights 
currently accruing to them. It would obviously be difficult to work this out, 
and ‘ saving’ from this source is neglected, both in the official estimates of 


national income and in this survey. 
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The data summarised in Table 54 refer, so far as possible, only to con- 
tributions paid into schemes arranged by employers. There are also schemes 
run by trade unions and friendly sovieties, but these are generally of minor 
importance. The table shows that 19 per cent of all income units are currently 


Type of 
income unit 


All income units 

Gross income 
Under £100 
£100—199 ... 
£200—299 ... 
£300—399 ... 
£400—499 ... 
£500—599 ... 
£600—699 ... 
£700—799 ... 
£800—999 ... 
£1,000—1,499 
£1,500—1,999 
£2,000 and over 

Occupation of head 
Self-employed 
Managers, etc. 


Clerical and sales ae 


Skilled manual 


Unskilled manual . : 


Retired, etc. 
Age of head 
18—24 
25—34 
35—44 
45—54 
55—64 
65 and over 
Sex of head 
Male 
» Female 


TABLE 54 


Superannuation Contributions Paid in Year* 
(percentage distributions of income units) 


Total s 


uperannuation contributions No. | Those who 
———_—|——_—__—_ | ™ pay super- 


Nil | £1-9 | £10- | £20- | £30- | £50- | £100 | sam- | annuation 
19 2 


9 49 99 and ple 


over. Mean) S.D. 

£ £ 

5 3 2 1 * 2598 AT 21 
— — — — om 201 — — 
1 — — — a 407 8 2 
4 1 — * — 344 11 12 
6 1 * — == 469 9 7 
8 a 1 — oa 385 13 9 
ual 7 5 1 — 251 16 15 
6 6 8 — — 154 19 12 
8 5 15 _— a 95 23 12 
8 6 15 4 — 97 30 14 
6 3 ji 14 — 101 41 20 
_ 3 5 24 3 41 63 27 
— — 1 3 16 53 | 146 60 
_- * * 2 — 230 50 11 
10 12 21 9 3 259 39 34 
11 10 3 = — 330 18 10 
fi 2 1 * = 807 11 12 
5 1 — — = 388 8 6 
= — — — a 571 — — 
3 1 = = —_— 296 10 11 
9 3 3 * * 456 15 13 
7 5 5 1 * 492 19 16 
6 4 a 1 * 499 19 26 
6 3 2 1 1 382 22 30 
— == —- — — 473 — ee 
6 a il * 1918 18 22 
s 2 1 * = 680 15 12 


* Less than a half of one per cent. 


1 The table refers only to contributions paid into schemes arranged by employers. Contributions 
to trade union or other schemes were excluded. 


contributing to a pension scheme. Amongst the occupied population, includ- 
ing the self-employed, the proportion is 24 per cent and amongst employees 
only it is 27 per cent. When allowance is made for those who are entitled to 
non-contributory pensions, probably amounting to a further 2 per cent of the 
population, it would seem that nearly 30 per cent of all employees are covered 
by some sort of pension scheme. This is an astonishingly high figure; and 
current evidence suggests that the proportion is growing. 

The proportion of income units who contribute to pension schemes 
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increases as income rises up to about {400 a year, after which it levels off at 
about a third. The average annual payment, as one would expect, increases 
quite regularly with income, at least from the £400 income level onwards. 
The average proportion of gross income paid for superannuation is 3-4 per 
cent at all levels except the lowest but, as the distributions within income 
groups indicate, there are quite wide variations in this proportion, part of 
which must be due to the inclusion in gross income of income from other 
sources than employment and from other members of the income unit than 
the person who is paying superannuation. 

Since self-employed persons cannot normally contribute to pension 
schemes, the 2 per cent of this group shown in the table as contributing 
probably occur as a result of payments by the wife or by the head himself 
in a part of the year in which he was an employee. Nearly three out of five 
managers and technical employees are contributors, and a further 5 per cent 
belong to non-contributory schemes. The proportion of contributors 
amongst clerical and sales employees is 30 per cent, of skilled manual workers 
24 per cent and of unskilled workers 15 per cent. As is to be expected, managers 
pay much higher contributions than other employees. 

The variation between age groups is not very marked, except that in the 
youngest groups there are rather few contributors and amongst those of 65 
and over none at all. As between males and females the proportion of males 
who contribute is twice as large as the proportion of females. This is influ- 
enced by the fact that females occur as head of income units most often either 
in the youngest age groups or much later on in life. 

Table 55 contains an analysis of the proportion of employees contributing 
to pension schemes in various industries. The industrial groups, based on the 
Standard Industrial Classification, are rather wide but the figures may still 
be of some interest. For some of the groups, or combinations of groups, we 


TABLE 55 


Employees Contributing’ 0 Pension Schemes, hy Industries 
Percentage of each group of ; 
employees who contribute to pension 
Industry of schemes 
head of income unit SS eo ee 
J All employees | Non- Manual 


manual 
Manutacture—metal and eng.neering aoe dor 18 42 sy 
Manufacture—other oe 9 ae wish a 36 21 
Agriculture, horticulture and fishing awe Bee 
Building and contracting ... “oe 30 ie 9 31 30 31 
Mining and quarrying oe Be 30 sie 78 
Transport and communications... stee aa 19 aA 
Gas, water and electricity ah0 are te 38 20 27 
Distribution ... ay se ae we oe 15 
Professional, financial and other services ... Hee 35 40 54 26 
Public administration and defence... sha ie 49 ‘ 


———— 


Allindustries.... on ee te 5s 27 40 AL 


——————————$—$=—=—>=—_—- 
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also show separately the proportions of manual and non-manual workers who 
contribute to pension schemes. The general average for all employees in all 
industries is 27 per cent; for ‘ white-collar’ workers 40 per cent, and for 
manual workers 21 per cent. The highest proportion for any one industry 
occurs in mining and quarrying and is caused by the recent introduction of a 
pension scheme by the National Coal Board. ‘The lowest proportions occur 
in agriculture and building. Although only 49 per cent of those engaged in 
public administration and defence are contributors to pension schemes a 
further 15 per cent of this group are entitled to non-contributory pensions, 
most of them being non-manual workers. The proportion of non-manual 
workers in this group who are entitled to a pension on retirement is therefore 
much higher than would appear from the figure for contributors only. 


Mortgage Repayment 

The information collected on mortgage repayments was not tabulated 
directly but, since mortgage repayments were included in total contractual 
saving, the total volume of repayments by each group of the population can be 
estimated by subtracting their life assurance and superannuation payments 
from their total contractual saving. From this we can calculate the average 
amount of mortgage repayment by all income units within each group. 

The estimated total mortgage repayment and the average per income 
unit, calculated separately for the various groups of the population, are shown 
in Tables 66 and 67. The figures are subject to all the usual possibilities of 
error and to the further difficulty that a substantial proportion of mortgagors 
cold not make an accurate division of their total instalments into the two 
parts representing interest and capital repayment respectively. In these 
cases we had to estimate the amounts belonging to each part by reference to 
other information about the income unit. Broadly, the procedure was to 
divide the people concerned into those whose mortgages were likely to be of 
pre-war origin and those whose mortgages were likely to be of post-war 
origin. For the former, the principal repayment was assumed to be three- 
quarters of the total instalment; for the latter, half the instalment. 

The total estimated repayment of mortgage is £85 million. This figure is 
of particular interest because there is no other source from which such an 
estimate can at present be derived. Building society statistics show the gross 
amount of mortgage repayment; but this includes a large quantity of pre- 
mature repayments, which occur, for example, whenever a mortgaged house 
changes hands. Total repayments of principal to building societies in 1951 
were nearly £170 million; and the inference to be drawn from the survey 
figures is that about half of this amount was due to premature repayments. 


Total Contractual Saving 

The amounts paid by each income unit in respect of each of the above 
three components of contractual saving were added together to give a figure 
for its total contractual saving; and the distribution of income units according 
to their total contractual saving is shown in Table 56. Total contractual 
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TABLE 56 


Total Contractual Saving! 
(percentage distributions of income units) 


Contractual saving Allin Those saving 
vOUu ntvactual 
Ly peopancone unt) | —<—<—$——_ wee ices eee es 
Nil | £7-9 | £70- | £20- | £50- | £100 | Per | No. in| Mean| S.D. 
19 49 99 and | cent | sam- £ £ 
over ple 
All income units Hs) 30 18 17 7 2 100 | 2598 24 40 
Gross income ... 
Under £100 ll a ey 37 3 2 1 = 100 201 6 10 
£100—199 ... | 48 40 9 2 1 Me 100 407 8 12 
£200—299 ... bf SO 41 16 5 2 — 100 344 11 13 
£300—399 ... bag fui 34 24 19 Z * 100 469 16 14 
£400—499 ... clue tO 29 26 29 5 1 100 385 20 ie) 
£500—599 ... ee 9 20 23 35 12 1 100 251 Zi 23 
£600—699 ... one 9 13 29 34 13 2 100 154 29 27 
£700—799 ... seh gilt | 18 16 24 27 4 100 95 40 35 
£800—999 ... oat 14 8 12 29 23 14 100 97 53 39 
£1,000—1,499 SO 3 7 16 34 27 100 101 94 84 
£1,500—1,999 She 5 2 gy 32 17 37 100 41 98 81 
£2,000 and over ... 7 7 — 6 25 55 100 93)|' 193 170 
Occupation of head 
Self-employed AH |e the) 19 15 20 18 i, 100 230 56 80 
Managers, etc. ae 7 4 9 30 29 21 100 259 dd 82 
Clerical and sales ...| 24 28 USF 22 10 1 100 330 24 24 
Skilled manual _...|_ 19 30 23 23 5 . 100 807 19 18 
Unskilled manual ...; 25 36 26 11 2 100 388 13 12 
Retired, etc. el 40 39 9 5 1 * 100 571 10 16 
Age of head 
18—24 aes Bf 0 33 Z 4 = — 100 296 9 10 
25—34 oe e3:|_ 19 24 25 23 6 3 100 456 24 27 
35—44 ee sot ed: 22 27 24 13 3 100 492 31 45 
45—54 ase Aa 2 30 20 25 9 “i: 100 499 31 53 
55—64 bee es eel) 39 17 19 7 3 100 382 24 41 
65 and over Suaf 49. 38 8 4 1 * 100 473 9 14 
Sex of head 
Male Doe seep ZO Pdi] Pit 21 8 3 100 | 1918 28 43 
Female a ae fe 39 11 6 2 4 100 680 10 15 
Housing tenure 
Owners : 
Without mortgage 35 24 15 13 9 4 100 381 37 70 
With mortgage... 1 3 11 37 34 14 100 242 62 54 
Tenants ... eeal's 37 24 20 Symi a: 100 | 1299 slg 25 
Non-heads of house- 
holds es est) Oe 29 10 8 1 ip salle 676 12 17 


* Less than a half of one per cent. 
1 Total contractual saving is defined as the sum of life assurance premiums, superannuation 
contributions and the repayment by instalments of the principal borrowed on a mortgage. 


saving varies directly with income in a fairly smooth fashion (see Chart 19). 
Expressed as a proportion of gross income, it increases from about 3 per cent 
for the income groups below £400 up to a maximum of 7 per cent for those 
with £1,000-1,499, falling away to about 5 per cent for those with incomes of 
£1,500 and over. (In computing these percentages the total contractual 
saving by the members of each income group is expressed as a percentage of 
the gross income of all the members of the group, whether they save in this 
way or not). 
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The most common method of saving contractually is, as we have seen 
previously, through the channel of life assurance: 70 per cent of all income 
units pay life assurance premiums. When saving through the other two 
channels is taken into account, the proportion of income units who save 
contractually through any one or more channels is increased by only 4 per 
cent; and there is clearly much overlapping in the incidence of the three types 
of saving. The hard core of non-savers by contractual methods is found 
amongst the young people under 25 and the old age pensioners. In each 
group there is a large proportion of females and the average income is low. 

The variation of contractual saving with age is shown in Table 57 and is 
illustrated in Chart 20. In each age group total contractual saving has been 

TABLE 57. Contractual Saving and Durable Expenditure as a Proportion of 
Gross Income, by Age Groups ; 


—_ | | | | eee 


| 
Age of Mean Per cent Per cent Each item expressed as 


head of gross of income of total per cent of 
income unit | income units income : gross income 
Contractual Durable 
£ Yes % saving expenditure’ 
18—24 260 12.4 7.6 de5 4.9 
25—34 461 18.3 19.8 4.2 5.6 
35—44 511 18.6 22.4 535 57 
45—54 593 18.7 26.3 4.6 a5 
55—64 432 14.5 14.7 4.6 3.3 
65 & over 221 17.5 9.2 Zu 1.6 
Total 424 100.0 100.0 4.3 | 4.2 


. . : . . - } 
‘ The retail price, less receipts from the sale or trading in of similar goods, of purchases 
of the following it-ms: cars, motor cycles, television sets, refrigerators, washing machines and 
other durable goods costing £25 or more. 


CHART 20. Contractual Saving and Durable Expenditure by Age Groups 
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expressed as a percentage of total gross income. It is noticeable how rapidly 
this percentage increases from the first to the third age group, even in spite 
of a considerable rise in the level of gross income during this period. Most of 
this increase arises from a growth in the volume of life assurance payments 
(see Table 66), which suggests an increasing awareness in these years of the 
importance of saving for old age and other contingencies. For comparison, 
the table and chart also show the volume of expenditure on major durable 
goods (to be defined in a later section of this paper) expressed as a proportion 
of gross income. The figures indicate that in the younger age groups expendi- 
ture on durable goods takes priority over contractual saving, whilst in the 
older age groups this position is reversed. 

In the final section of Table 56 income units are grouped according to 
their housing tenure. This reveals the very heavy contractual saving of 
people with mortgages, whether in comparison with owners who are without 
mortgages or in comparison with people who rent their accommodation. 
It is true that these three groups differ in other respects also. The mortgagors 
are on the average younger than either of the other two groups of house- 
holders : only 6 per cent of them are 65 and over compared with 38 per cent 
of the owners without mortgage and 18 per cent of the tenants. On the other 
hand, mortgagors have an average income about 50 per cent greater than 
tenants, and only a little less than owners without mortgage. Expressed as a 
percentage of their gross income, mortgagors’ contractual saving amounts to 
IO per cent, compared with 3-4 per cent for each of the other two groups of 
householders. 

It is of some interest to study the pattern of contractual saving when 
expressed as a percentage of net income (?.e., gross income minus tax liability). 
The average for all income units (calculated as the ratio of the means, not as 
the mean of the ratios) is 4.9 per cent; and the distribution of income units 
according to this characteristic is shown in Table 58. From this table it can 
be seen that, while 10 per cent of all income units save by contractual methods 
a tenth or more of their net income, the proportion who save to this extent 
amongst the self-employed is 22 per cent, amongst managers 34. per cent and 
amongst people with mortgages more than 50 per cent. 


Changes in Liquid Asset Holdings 

The second group of transactions forming part of total saving consists of 
changes in liquid asset holdings. As was shown in the previous paper in this 
series, the survey’s estimates of the total stocks of liquid assets in the hands of 
private persons do not agree at all closely with outside estimates of the total 
stocks of such assets outstanding. The survey estimates were in each case 
too small. When we compare the survey’s estimates of changes in the personal 
holdings of these assets with outside estimates of such changes we find a 
rather similar disparity. As Table 59 shows, in each case in which a compari- 
son can be made, except for Defence Bonds, the survey estimate shows a 
bigger fall in personal holdings than is suggested by the outside figure. It 
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Contractual Saving as a Froportion of Net Income 
(percentage distributions of income untts) 


‘TABLE 58. 


Total 


Mean 


Contractual saving as per cent of 
net income contract-| No. in 
Type of income unit ual sample 
Nil | 1-4% | 5-9% | 70- | 20% saving as 
19% | and per cent 
over of mean 
net 
income 
All income units 26 47 17 8 2 100 4.9 2598 
Occupation of head 
@ Self-employed Aap tee 16 42 20 13 9 100 7.0 230 
Managers and technical ... 7 26 33 28 6 100 9.1 259 
Clerical and sales 24 42 22 11 £ 100 Del 330 
Skilled manual 19 56 18 6 1 100 3.9 807 
Unskilled manual 25 ST 15 3 * 100 3.1 388 
Retired and unoccupied 46 36 11 5 fe 100 See 571 
Age of head 
18—24 56 36 6 1 1 100 1.7 296 
25—34 19 51 19 10 1 100 4.6 456 
35—44 16 : 51 26 10 2 100 6.0 492 
45—54 12 53 22 10 3 100 5.8 499 
55—64 15 52 20 10 3 100 525) 382 
65 and over 49 38 9 3 1 100 23 473 
Housing tenure 
Owners : 
Without mortgage (06-35 41 15 6 3 100 4.8 381 
With mortgage ... ae 1 16 30 43 10 100 115 242 
Tenants ae aoe SA (eel 60 20 4 1 100 3.9 1299 
Non-heads of households ...| 52 35 10 3 * | 100 2.5 676 
* Less than a half of one per cent. 
TABLE 59. Comparison of Estimates of Changes in Liquid Asset Holdings 
(£ million) 
Survey Outside Excess of 
ree estimate of estimate of outside 
Type of liquid asset change in total change estimate over 
holdings of in holdings! survey 
private estimate 
households : 
Post Office Savings Bank deposits —140 — 47 + 93 
Trustee-Savings Bank deposits ... — 20 + 28 + 48 
National Savings Certificates — 36 — 293 ey 
Defence Bonds ... Bo — 42 — 65 —— es 
Total National Savings —238 —113 +125 
Other savings bank deposits Sa — 19 N.A. N.A 
Building society shares and deposits — 2 +100 +102 
Co-operative society shares and deposits — 14 ——=59 Ay 5 
Joint stock bank deposits... oe ere —112 N.A. N.A 
Total liquid assets —385 Nat N.A 


1 The estimates of changes in National Savings are the official fi 
from end April 1951 to end April 1952. The estimate for the buil 
approximate since building society figures are compiled at annual in 


gures for the period 
ding societies is only 
tervals and do not all 


refer to identical periods. The estimate for the co-operative societies is subject to similar 


qualifications, 


? Increase in principal remaining invested of 


paid out on certificates cashed in the year. This conforms with the way in which changes in 


holdings of National Savings Certificates were measured in the survey. 


£8 mill. minus {37 mill. accrued interest 
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is interesting to note that the principal differences occur for those assets for 
which the survey estimates of stocks outstanding were particularly deficient : 
for example, the survey estimates of the stock of Post Office and Trustee 
Savings Bank deposits were only about half the official figures; and for each 
of these assets the survey results show a fall in personal holdings during the 
year 1951-52 greater than that which is shown by the official figures. Similar 
features are exhibited by the figures for building society shares and deposits. 

What can be the explanation of these differences ? In discussing, in the 
previous paper, the deficiencies of the survey estimates of the stocks of liquid 
assets it was suggested that they were probably due to evasion of the survey 
by a small section of the population, mainly dependent on investment income 
and holding large amounts of these assets. If there be any truth in this hypo- 
thesis, the information now adduced on the discrepancies in the estimates of 
the changes in asset holdings would suggest that these same people were adding 
to their liquid assets during the year 1951-52, contrary to the trend amongst 
the rest of the population. But this argument must not be pushed too far. 
The survey’s estimate of any one component of saving, except for the steady 
contractual element, is likely to be much less reliable than its estimate of total 
saving; for large switches in liquid and other asset holdings are quite con- 
sistent with quite small movements of saving as a whole. It is possible, in 
other words, that there are internally compensating errors in the survey 
estimates of the various components of saving. For this reason not too much 
weight should be placed on the survey’s estimates of the size of individual 
components, with the exception, as mentioned above, of the estimates of 
contractual saving. 

The net change in the total of each liquid asset is the resultant of a very 
large number of transactions; and at the end of a year there are several million 
income units whose total liquid assets have, on balance, increased or dimin- 
ished. In Table 60 we present estimates of the total number of income 
units who increased or reduced their holdings of each type of liquid asset 
during the year 1951-52, the average amount saved or dissaved in this way, 
and the total estimated change. As stated in the note to the table, the figures 
are intended to include, except in the case of National Savings Certificates, 
any interest or dividends accrued during the year and added to the stock of 
assets held. There is some doubt whether all small amounts accruing in this 
way were in fact added in; and, as a result, the number of savers, and the 
total change in asset holding, may be understated. But no adjustment to 
compensate for this would be likely to affect,the general picture, which is of 
a heavy drain on liquid assets during the year. It is true that the number of 
savers would be increased, as well as their total volume of saving, but there 
would still be the important fact that some 6 million income units drew down 
their liquid assets during the year, by an average amount of about £100 each. 
And the average size of increase in liquid asset holding is clearly less, for all 
assets except one, than the average size of withdrawal. 

Distributions of income units according to the changes in their holdings 
of National Savings and of total liquid assets are given in Tables 61 and 62. 


362 THE BULLETIN 


TaBLE 60. Analysis of Changes in Liquid Asset Holdings 
(estimated totals for private households in Great Britain, 1951-52) 


Savers! Dissavers 
esse Tota 
Type of liquid asset No. of | Average | Total No. of | Average | Total | change 
income per saved | income per dis- 
units | imcome units income | saved 
unit unit 
million £ £ mill. | million £ £ mill. | £ mull. 
Post Office Savings Ban 
deposits bie HA a + 28 + 60 3.2 — 62 | —200 | —140 
Trustee Savings Bank 
deposits... ans Fes |on 130) + 55 + 56 1.0 — 77 — 76 | — 20 
National Savings Certificates} 1.0 + 39 + 41 0.8 — 95 — 77 — 36 
Defence Bonds we. 0.03 +150 + 4 0.1 —450 — 46 — 42 
Total National Savings ...| 3.5 + 43 +146 4.6 — 83 — 384 —238 
Other savings bank deposits} 0.6 + 32 + 19 0.4 — 90 — 38 — 19 
Building society shares and 
deposits ae safe OLS +120 + 33 0.1 —300 | — 35 | — 2 
Co-operative society shares 
and deposits a aes aed. 12 + 8 i — 18 — 22 | — 14 
Joint stock bank deposits ...| 0.6 +194 +116 4:3 —171 —228 —112 
Total liquid assets we] 4.4 + 64 +280 6.2 —106 —665 —385 


1 Accruals of interest (or dividends) on bank deposits and building society and co-operative 
society shares and deposits (but not on National Savings Certificates) were supposed to be recorded; 
but some of the smaller amounts may have been overlooked. 


TaBLE 61. Change in Stock of National Savings 
(percentage distributions of income units) 


Change in stock of National Savings Those with 
some change 
Type of — —_—_—_—_—_——_—_— ———————S————— 
income unit Increase of No Decrease of Not | Mean S.D. 
change ascer- 
£50&| £20- | £1- £1-— | £20- | £50 & | tained 
over 49 19 19 49 over 8 £ 

All income units 3 3 9 62 5 8 2 

Gross-income — 29 182 
Under £200 1 1 6 75 8 3 5 1 — 31 83 
£200—399 ... 2 3 10 65 7 5 7 1 |— 20 160 
£400—599 ... 5 4 cn 52 9 7 9 3 |— 26 141 
£600—999 ... 6 5 11 50 9 6 12 1 |— 30 241 
£1,000 andover ...| 9 6 11 55 fe 3 14 * |!— 90 406 

Occupation of head : 

Self-employed 1 2 7 70 7 ih 12 * |—130 425 

Managers, etc. tol i 8 10 48 8 4 12 1 + 11 223 

Clerical and sales ...| 2 8 12 49 10 8 10 1 — 34 142 

Skilled manual ...| 4 4 11 58 8 6 7 2 |— 16 132 

peseee manual...| 2 2 11 68 6 3 5 J | — 1s 
etired, etc. 2 1 4 73 7 4 — 

Age of head : - jolie 
18—24 4 5 14 63 7 4 3 d 6 
25—34 4 3 13 57 9 5 8 1 ns 19 129 
35—44 2 4 11 58 OF NiO 8 2 |— 38 155 
45—54 4 2 10 58 8 6 10 2 |— 37 244 
68 nd over i i : 73 ; 3 3 os ph Raerree 

a 8 — 

Sex of head ? ‘. - a Snteh 
Male 4 3 9 60 8 6 9 1 
Female 1 3 10 ‘69 8 3 4 2 |— 19 173 


| | | | 


* Less than a half of one per cent. 
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Type of es ceed eat 
imcome unit Increase of No Decrease of Not | Mean S.D. 
change ascer- 
£100 | £20-| £1- £1- | £20- | £700 | tained 
and 99 719 19 99 and 
over over £ £ 
All income units 2 7 11 50 9 12 6 3 |— 36 261 
Gross income 
Under £200 1 2 7 65 9 9 4 3 |— 41 233 
£200—399 ... 1 S 12 55 9 12 4 2 |— 24 199 
£400—599 ... 2 10 13 40 10 14 al 4 |— 27 215 
£600—-999 ... 6 11 12 31 10 15 13 2 |— 39 251 
£1,000 and over 17 11 7 26 1 10 23 5 |—117 620 
Occupation of head 
Self-employed - 6 8 45 8 8 15 6 |—173 581 
Managers, etc. che LO 14 6 27 8 16 17 Z — 32 390 
Clerical and sales ... 2 12 15 36 11 14 8 2) "23173 
Skilled manual ... 2 8 14 47 |. 10 13 4 2 |;—17 153 
Unskilled manual ... #e 4 13 61 8 8 Zz 2 {—11 92 
Retired, etc. 2 1 5 60 8 a3 7 4 |— 57 309 
Age of head 
18—24 1 9 A | 56 8 7 1 1 + 3 69 
25—34 4 7 15 45 11 12 5 1 |— 11 157 
35—44 1 7 12 45 12 13 8 3 |— 45 186 
45—54 3 7 11 46 9 13 9 2 — 45 303 
55—64 4 5 7 49 6 16 7 6 |— 58 443 
65 and over 1 3 6 59 9 11 7 4 |— 56 266 
Sex of head 
Male 3 7 11 46 10 13 7 3 |— 39 269 
Female 1 5 di 58 9 8 4 4 |— 20 226 


a 


TABLE 62 


Change in Total Liquid Asset Holdings 


(percentage distributions of income units) 


Change in total liquid asset holdings 


363 


Those with 


some change 


Both tables show similar trends and they will be discussed together. In the 
case of National Savings, 38 per cent of income units had some change during 
the year, 15 per cent of them in an upward direction and 21 per cent in a 
downward direction (in 2 per cent of cases the direction of movement and 
its amount were not ascertained). The average reduction, for all those who 
changed their holding, was £29. In the case of total liquid assets, half the 
population had some change, 20 per cent upward and 27 per cent downward 
(with 3 per cent not ascertained) and the average reduction was £36. 

When the sample i is analysed by income group a tendency i is revealed for 
those with larger incomes to make much bigger changes in each direction 
than those with smaller incomes. This is reflected in the behaviour of the 
self-employed and managers, amongst whom the larger incomes occur. 
The self-employed appear, on balance, to have drawn down both their 
National Savings and their total liquid assets: the managers succeeded in 
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making a small addition to their National Savings but more than offset this 
by reducing their other liquid asset holdings. 

The analysis by age suggests that the proportion of income units who add 
to their liquid assets is at its maximum in the younger age groups and falls 
with increasing age. The proportion who reduce their asset holdings does not 
change so consistently, and the average change, after becoming increasingly 
negative up to the age of 45, levels off at that point before resuming its fa Il 
later. 


Miscellaneous Saving 


The other components of saving are so varied and, for the most part, of 
such infrequent occurrence that no figures have been compiled of their 
distribution amongst income units. If we take the group as a whole, we find 
that 39 per cent of income units engaged in some form of miscellaneous 
saving, of which 15 per cent were on balance positive savers and 24 per cent 
negative. The average contribution to saving from these sources, for all 
income units, was £3 per income unit. Analysis of the sample by occupation 
reveals that the bulk of positive miscellaneous saving was done by the self- 
employed, amongst whom almost half had positive other savings and a third 
saved {100 or more. It it clear from this that the most important component 
of this group of transactions was the profits ploughed back into their businesses 
by business men and farmers; and it is necessary at this stage to say a few 
words about how this component was estimated. 

The methods used in estimating the saving of the self-employed were 
somewhat different from those used for other persons. Experience had shown 
that the self-employed sometimes find it difficult to make a direct estimate of 
the amount of income ploughed back into the business. The most convenient 
way to circumvent this problem seemed to be to begin our enquiries by asking 
how much money had been taken out of the business during the year for 
living expenses. Having discovered, as far as possible, how much was spent 
during the year on personal consumption, as well as the amount of contractual 
saving and change in personal liquid assets, we then asked about the income 
side; and the volume of miscellaneous saving was deduced as a residual, after 
allowing for tax liability. This method, it will be noted, runs counter to the 
general principles on which estimates of saving were made in this survey: but it 
was thought to be preferable in this case to the direct method. It is possible, 
however, that the use of this method tends to exaggerate the size of this 
component of saving : certainly the average miscellaneous saving of the self- 
employed, at £179 per income unit, it remarkably high. As will be seen 
below, the estimated savings of the self-employed through this channel 
constitute one of the largest single elements of personal saving. 


Total Saving 


When the contractual saving, change in liquid assets and miscellaneous 
saving of each income unit are added together, we obtain the total saving of 
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TABLE 63 


Total Saving 
(percentage distributions of income units) 


Total saving All in group 
_ Type of | Saved No Dissaved Not | No. 
income unit Sav- ascer- in | Mean| S.D. 
£100 | £50-| £1- |ingor| £1- | £50 | tained] sam- 
and 99 49 jordis-| 49 and ple 
e over Riek over £ is 
All income units ar 5 6 44 13 19 10 3 2598 |} + 4] 172 
Gross income 
Under £200 | — * 39 31 18 9 3 608 |— 16 85 
£200—399 ... Bite 1 3 54 ae} 19 8 2 813 ;— 4 57 
£400—599 ... sire 3 11 46 + Zi 11 4 636 |— 2 79 
£600—799 ... fect tS 13 34 2 20 15 3 249 /+ 5] 188 
£800—999 ... ...| 29 17 18 2 1 19 3 97 |+ 41] 162 
£1,000—1,499 ...| 46 9 9 1 8 20 7 101 |}+ 89] 331 
£1,500 and over ...| 60 6 2 — 2 17 13 94 | +367] 1027 
Occupation of head : 
Self-employed alla 5 25 4 9 16 G 230 | +136] 497 
Managers, etc. ie 24 19 22 i; 10 21 3 2591+ 7| 328 
Clerical and sales ... 2 6 47 12 20 11 2 330 | — 10} 105 
Skilled manual .... 3 7 49 10 21 8 Zz 807 |+ 3 60 
Unskilled manual ... 1 5 52 13 20 7 2 388 |— 2 53 
Retired, etc. Ls 1 1 37 26 19 11 5 571 | — 21} 130 
Age of head 
18—24 ul 3 42 30 18 5 1 296 — 46 
25—34 : ie 6 7 43 9 24 10 1 456 /}+ 5}; 109 
35—44 eae is 6 9 46 6 17 13 3 492 — 161 
45—54 eae 7 9 47 6 17 1 3 499 |+ 27| 266 
55—64 6 5 46 6 20 10 7 382 |}+ 7] 196 
65 and over 1 2 38 Zh 16 12 4 473 |} — 19} 138 
Sex of head 
Male as ae 6 8 42 10 19 itz 3 Tolls 1S Si 187 
Female by il 1 47 22 19 6 4 680 }/— 8! 111 


* Less than a half of one per cent. 


that income unit. Our estimates of the distribution of income units according 
to this characteristic, and of their average total saving, are presented in Table 
63. Of all income units taken together, 55 per cent saved something in 1951- 
52, 29 per cent drew down their savings and 13 per cent made no change (3 
per cent were unwilling to give sufficient information about one or other 
component of saving to enable their total saving to be calculated). ‘The savers 
saved about {50 each and the dissavers drew down their savings by {£81 
each on the average; and the net effect of all their transactions was an average 
saving by all income units of £4 per income unit. ek: 

Total saving shows a very clearly-marked tendency to vary with income. 
‘he variation takes two forms : firstly, the average level of saving increases 
as income increases, ranging from negative values for those with the lowest 
incomes to a large positive value for those with incomes of £1,500 a year and 
over (see Chart 21); secondly, the absolute variation of saving about its mean 
value increases as income increases. The latter effect can be seen both from the 
frequency distributions of the different income groups and from their standard 
deviations. In each of the income groups except the lowest (under £200) the 
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CHART 21. Total Saving by Income Groups 
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proportion of savers is in the region of 60 per cent, but the average saving 
per saver increases steadily as income rises. ‘The proportion of dissavers is 
similarly fairly stable and the average amount dissaved, though showing no 
significant trend for incomes below {600, rises steadily from that point 
onwards. These divergent movements are reflected in the growth of the 
standard. deviation of saving which, from a level of less than £100 for income 
groups below {600, rises to over {1,000 for those with incomes of £1,500 
and over. 

Why should upper income groups show so much more deviation in their 
saving behaviour than lower income groups? The explanation lies, I think, 
in the fact that saving is, not just conceptually, but to a large extent in reality, a 
residual. ‘This may not be true of contractual saving, which arises from a 
deliberate act of choice in much the same way as any form of expenditure on 
consumption. But contractual saving is only part of total saving; and it is 
perfectly possible, and indeed quite common, for people who are saving 
contractually to be dissaving in total. (According to the survey figures, 
nearly a third of contractual savers were dissaving in total). Total saving, 


NotEe.—The income groups are arranged in order of size of income fro 


: c m left to right, 
the width of each group being proportional to its number in the population 
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though biased upwards by its contractual element, is determined, in the 
final analysis, by the balance between net income and consumption; and its 
variations are therefore the consequence of the variations in these much larger 
quantities. If, for example, we assume that net income is constant for all 
income units in a given gross income group, then the standard deviation of 
saving for each income group will be equal to the standard deviation of con- 
sumption for that group. And since the standard deviation of consumption 
in each income group tends to vary directly with the average level of con- 
sumption of that group, which in turn varies directly with its average net 
income, it follows that the standard deviation of saving will vary more or less 
in proportion to net income. 

While the level of income in itself is clearly one of the principal causes 
of changes in the degree of variation of saving behaviour, it is not the only 
cause. This is apparent from the first section of Table 64, which shows 
distributions of income units within various gross income groups according 
to the proportion of net income saved. If the degree of variation in saving 
increased in strict proportion to the increase in income level there would be 
no evidence of differences between incom groups in this table. As it is, 
there is still a clearly-marked tendency for the proportion of net income saved 
to diverge in each direction as income rises. There seem to be two possible 
explanations of this phenomenon. The first is that people with larger incomes 
generally have larger stocks of liquid and other assets (see Table 50 in the 
previous paper in this series) and, perhaps partly in consequence of this, much 
of their spending goes by fits and starts. In other words, even if they had a 
constant income they would be inclined to vary their rate of spending from 
year to year to a greater proportionate extent than those with lower incomes. 
But, in point of fact, people in the upper income groups do not have stable 
incomes; a large number of them are in receipt of entrepreneurial incomes 
(profits of unincorporated businesses and professions), which fluctuate to a 
much greater degree from year to year than the incomes of employees. This 
is the second possible explanation of the increasing proportionate divergence 
of saving behaviour at upper income levels and it is, in my opinion, the more 
important. It is a noteworthy feature of the small business man that his 
standard of living is related much more to his long-term income expectations 
than to his immediate receipts; and since the latter often fluctuate quite 
considerably from year to year his personal saving, a balancing item, fre- 
quently shows marked divergences from one year to the next. 

1 In formal terms, the assumption is that in the ith gross income group the average level 
of net income, Yi, is a constant. Now for each income unit in the 1th gross income group 
Si; = Yi — Ci, where S and C stand for saving and consumption. Since Y1 is a constant, 
both the variance of Yi and its covariance with Ci equal zero. Hence, the variance of Si 
equals the variance of Ci. In practice, Yi is not constant, especially for the topmost open- 
ended income group, and is usually positively correlated with Ci. These two influences 
partly offset one another, so that the variances of Si and Ci are often very similar. Compare, 


iati ing in di i hown in 
for example, the standard deviations of saving in different gross income groups, shy 
1, able 63, with the standard deviations of consumption in the same groups, shown in Table 
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TABLE 64 
Total Saving as a Proportion of Net Income 
(percentage distributions of income units) 
pea ee en ee 
Percentage of net income saved or dissaved 
Type of income unit Saved Less Dissaved 
_—______'_____| than 5%, |__| Not Total 
15%, & | 5-14% | saved or | 5-14% | 15% & | ascer- 
over dissaved over tained 
Ali income units... oe 8 20 48 10 11 3 100 
Gross income 
Under £200 #F ob 4 i} BY) ii 16 3 100 
£200—399 $e “~ 6 19 54 10 9 2 100 
£400—599 ae st 8 25 43 11 9 4 100 
- £600—999 ae Bai. 16 26 33 10 12 5 100 
£1,000 and over ier 423 17 11 Ti 13 10 100 
Occupation of head 
Self-employed ... hie 35 10 28 4 14 2 100 
Managers and technical 21 30 20 8 18 3 100 
Clerical and sales ‘ 6 26 +4 i 11 2 100 
Skilled manual ... a 7 23 50 11 7 2 100 
Unskilled manual 5 5 18 BY) 9 9 2 100 
Retired and unoccupied 3 1a) 53 9 19 5 100 
Age of head 
18—24 as oe 5 14 63 10 7 1 100 
25—34 ... nae ~~ 10 22 48 10 ) 1 100 
35—44 ies in 8 28 39 12 10 3 100 
45—54 ... aco ees 12 23 43 9 10 3 100 
55—64 ... dae san 11 18 42 10 12 ii 100 
65 and over sie aa 4 10 bY! 6 19 4 100 
Sex of head 
Male ee Sas ae 10 20 46 10 11 3 100 
Female ... ne a 3) 18 oS 8 12 4 100 


1 30 per cent saved 25 per cent of net income or more ; 14 per cent saved 50 per cent or more. 


From the second section of Table 63, in which income units are classified 
according to occupation, it appears that the self-employed make by far the 
largest average contribution to total saving, most of which, as we shall see, 
is due to their business saving. Managers, on the other hand, make remarkably 
little contribution and a very large proportion of them appear to be dissaving 
both absolutely and in relation to net income. The average saving of clerical 
and sales workers, which is negative, is evidently much influenced by the 
large dissavings of a fairly small section of that group. Manual workers as a 
group are just about in balance, neither saving nor dissaving very heavily; 
and the retired and unoccupied are, on the average, fairly substantial dis- 
savers. Nearly one in five of this last group are dissaving to the extent of 15 
per cent or more of their net income. 

The variations in saving behaviour by age groups do not seem to follow a 
clear pattern. The first group, under 25, contains a large proportion who 
neither save nor dissave, and the savings of those who do save are offset by the 
withdrawals of the remainder. Of the remaining groups aged less than 65 
only one makes any appreciable contribution to saving, namely, those Ha 
45-54. This group contains many married couples without dependent 
children ; its members frequently have higher incomes than those in the 
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younger groups and iess expenditure, as for example, in the purchase of 
durable goods; and it is the group with the highest proportion of self-employed. 
Each of these factors’ probably has some influence on the result. 

One interesting feature of the age analysis in Table 64 is the steady growth 
in the proportion of income units whose dissaving amounts to 15 per cent of 
more of their net income. If we describe these people as ‘ heavy ’ dissavers 
it seems that the tendency to indulge in heavy dissaving increases with age 
over the whole span of active adult life. 


TABLE 65 
Saving Expectation! 
(percentage distributions of income units) 


Saving expectation Total 
Type of ——————— gus ceciailn fe 
income unit Expect to | Expect to | Expect to Others Rey, No. in 
save break dissave and not cent sample 
even, not stated 
to save 
All income units ave 27 ls 48 13 12 100 2598 
Gross income 
Under £200 ... ae 15 52 18 15 100 608 
£200—399_... Ses 2 48 $3 12 100 813 
£400—599 Se ond 32 48 10 10 100 636 
~600—999__.... nae 37 39 14 10 100 346 
£1,000 and over aie 40 36 12 ie 100 195 
Occupation of head 
Self-employed P| 26 42 15 17 100 230 
Managers and technica 35 41 13 11 100 259 
Clerical and sales... 43 39 11 7 100 330 
Skilled manual ie 34 46 10 10 100 807 
Unskilled manual .... 24 56 8 12 100 388 
Retired and un- 
occupied... vas 6 53 25 16 100 Sypil 
Age of head 
18—24... as See 52 So: 3 10 100 296 
25—34... ec “wel ois 3D 42 9 10 100 456 
35—44... Be are 28 48 10 14 100 492 
45—54... Ear si 25. 50 14 11 100 499 
55—64... = a8 18 ji 18 13 100 382 
65 and over ... are 6 56 24 14 100 473 
Sex of head 
Malev. ar ae 28 47 13 ibe 100 1918 
Female ae as 25 48 14 1h 100 680 
Saving in past year . 
Lede £50 aa over 43 38 10 100 S47, 
Saved £25—49 pte 32 45 11 12 100 251 
Saved £1—24... fais 25 55 7 ils) 100 730 
No saving or dissaving 20 61 6 13 100 au 
Dissaved {1—2+ ... 29 45 16 10 100 — 
Dissaved $25 and over 24 34 30 2 100 493 
Income expectation for 
Aged bi Aas ooo 38 42 9 a 168 coat 
. ; ae 24 51 14. 
Peete Whom oer, 50 19 14 100 3002 


1 The question was: ‘ Do you think during the coming year you will save anything out Of your 
income, or do you expect to draw on past savings ¢ What do you expect to do? 
2 Approximate number in the sample. 
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Saving Expectations 

An interesting comparison can be made between our estimates of the 
actual saving of each income unit in the year preceding the date of interview 
and the head of the income unit’s expectation of its saving prospects for the 
coming year. The question about expectations was a very broad one, the 
text of which is given as a footnote to Table 65; and it would obviously 
be very unwise to place any great reliance on the answers given. The question 
was asked at the end of the interview, after a searching inquiry into all the 
income unit’s capital transactions during the preceding year. To that extent 
the person answering the question might be aware of the sort of things we 
were talking about; but it would not be surprising if many of the people 
interviewed would be confused if they had to explain in detail what trans- 
actions should be counted as saving and what as dissaving. 

Nevertheless the figures in Table 65 are worth studying to see whether 
there is a broad correspondence between saving expectations and saving 
behaviour. For the whole sample, the results show 27 per cent of income 
units who expected to save, 48 per cent who expected to break even or not to 
save, 13 per cent who expected to dissave and 12 per cent who were unable to 
make a prediction or gave other vague answers. If we compare these figures 
with those shown in Table 64 we find a good measure of agreement; the 
percentage whose positive or negative saving in 1951-52 was less than 5 per 
cent of their net income is exactly the same as the percentage who expected 
to break even or not to save in the coming year; and the percentage who saved 
5 per cent or more in 1951-52 is almost identical with the percentage who 
expected to save in the coming year. ‘The agreement amongst the other 
categories is not so good; but the general impression is that our estimates 
of the pattern of saving behaviour are reasonably consistent with saving 
expectations. This does not mean that the correspondence is exact for each 
income unit: as the figures in one section of Table 56 show, quite large 
proportions of the people who saved in 1951-52 expected to dissave or to 
break even in the following year, and more than a quarter of those who drew 
down their savings in 1951-52 expected to save in the following year. But 
this is not necessarily an inconsistency, since it is quite probable that many 
people who save in one year dissave in the following, and vice versa. 

‘The comparison can also be made separately for each income group and 
for other categories. It is interesting to note that the proportion who expect 
to save increases steadily with income, while the expectation of dissaving 
remains fairly constant over income groups. The self-employed are not as 
optimistic of their saving prospects as they ought to be on past performance, 
but a bias towards pessimism seems to be an occupational characteristic 
of this group. The expectations of the retired and unoccupied, on the other 
hand, the balance of which is in the direction of dissaving, are probably 
fully justified. 

The analysis of saving expectations by age shows a clearly defined tendency 
for the younger groups to be optimistic and the older groups pessimistic : in 
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each group after the youngest the percentage who expect to save is less than 
in the preceding group and the percentage who expect to dissave is greater. 
There is no such obvious trend in the figures of actual saving performance 
by different age groups (see Table 64), and it is evident that saving expecta- 
tions are more closely related to age than to saving experience. The youngest 
group seems to be especially over-optimistic about its prospects of saving. 

In the final section of Table 65 the sample is analysed according to income 
expectations, and the figures show an association between income expectation 
and saving expectation, although the association is perhaps not as close as 
might have been expected. 


SUMMARY OF SAVING AND ITS COMPONENTS 

We can now bring together all the separate pieces of information on total 
saving and its components to see whether they exhibit any sort of order or 
system. The synthesis can be made in two related forms : in the first, which 
is shown in Table 66, we use averages, and in the second, in Table 67, we use 
aggregates. ‘I'he averages apply to all the income units in each category, 
irrespective of whether they saved in each way or not ; and the aggregates 
are derived by multiplying each average by the estimated number of income 
units of each type occurring in the whole private household population. 

We have already noted earlier how the total volume of contractual saving 
runs far in excess of total saving : average contractual saving per income unit 
is £18 compared with average total saving of £4. The negative balance of 
£14 per income unit is made up of withdrawals of liquid assets of £17 per 
income unit, partly offset by positive other saving of £3 per income unit. 
It is interesting to note that when income units are classified by gross income 
the same tendency is exhibited for positive contractual saving to increase 
side by side with an increasing negative change in liquid assets, as income rises. 
Moreover, miscellaneous saving, though moderately negative for income 
groups below £800, shows a similar tendency to increase in a positive direction 
as income rises above this level. The apparent consistency of these move- 
ments of each component is very striking. 

Total saving per income unit, as noted earlier, rises from a negative figure 
for the lower income groups to increasing positive values for the upper groups. 
‘This finding conforms with the results of all previous surveys of saving 
behaviour and, incidentally, with the normal assumptions of economic theory. 
The result is nevertheless of considerable interest, since these are the first 
national figures ever compiled for Great Britain, and they may help to resolve 
some of the anxious doubts raised by previous discussions of this problem. 
Colin Clark, for example, argued that in the 1930’s the savings of the working 
and middle classes were more than enough to account for total estimated 
personal saving; from which he concluded that ‘ large private incomes have 
ceased to count as a source of saving ’.! Barna, in his study of income and 
outlay in 1937, followed the same line of reasoning up to a point, but was more 
cautious in his conclusion. He assumed that each income group was making 

1 Colin Clark, National Income and Outlay (1938), p. 191. 
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Type of income unit 


All income units 

Gross income 
Under £200 
£200—399... 
£400—599... 
£600—799... 
£800—999... 
£1,000—1,499 
£1,500 and over ... 

Occupation of head 
Self-employed 


Managers and technical ... 


Clerical and sales 
Skilled manual 
Unskilled manual 


Retired and unoccupied ; 


Age of head 
18—24 
25—34 
35—44 
45—54 
55—64 
65 and over 
Sex of head 
Male 
Female re 
Number of persons 
One : 
Two 
Three 
Four 
Five 
Six or more 
Region 
Scotland ae 
North of England 
Midlands and Wales 
South of England 
Size of town 
Conurbations 
Other urban 
Rural 
Housing tenure 
Owners: 
Without mortgage 
With mortgage 
Tenants 


Non-heads of households _ 


Life 


assuy- 


ance 
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TABLE 66 


Components of Saving 


Contractual saving 


Super- 
annua- 


tion 


wttttt 
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(average per income unit in each group to nearest £) 


Change | Mis- Total 


eH m cellan- | saving 
Mort- Total liquid eous 

gage assets saving 

vepay- 

ments 

+ 4 +18 | —17 + 3 + 4 
+1 + 4 ;,—13 | — 7 | — 16 
+ 2 +10|{|—11]— 3 | — 4 
+ 3 + 21 | —16 | —.7 |] — 2 
+ 8 + 30 | —20 | — 5 + 5 
+14 + 46 | — 47 + 42 + 41 
+24 + 81 | — 71 + 79 + 89 
+28 +140 | —103 +330 +367 
+14 + 47 | — 90 +179 +136 
+14 + 71 | — 23 | — 41 + 7 
+5 + 18 | — 15 13 | — 10 
+ 3 +15|— 9|— 3 + 3 
+1 +10/— 4; — 8| — 2 
- + 5|—22 ; — 4] — 21 
os + 4/4 1/— 5 ad 
+ 5 +20 ;— 6]|]— 9 + 5 
+ 6 + 28 | — 24 | — 4 “2 
+ 7 + 27 — 24 + 24 + 27- 
+ 3 + 20 | — 28 + 15 + 7 
~~ + 5 | —21 | — 3 | —19 
aay + 22 | — 21 + 7 + 8 
+1 + 6]— 8| — 6] — 8 
. ot ee 7 ee ee hear: 
eels + 23 | — 34 + 14 + 3 
tae + 28 | — 30 + 12 + 10 
a + 26 | — 3 | —12 + 11 
iat +29 | — 2] — 9 + 18 
+2/,+18) — 7] — 2] +9, 
+1 +13}; — 8 + 10 + 15 
-+ 3 + 16 | — 16 * * 
ae +17|—11]— 6 * 
+ 5 P21e 25 a ON tees 
+ 4 + 20} —17|— 1 a a? 
+5 + 18 | — 22 _ — 4 
+3) .)) +. 16ch =F oleae hee 
= + 24 | —70 |] 4 55 | 4+ 9 
4400) ob GL) mm 44. bee Gas 
a 1S 8 8 
sascha Ha Gi eae ci Sea 


_ ee | | 
———_ 


* Less than 10s. per income unit (plus or minus). 
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TABLE 67 


; Components of Saving 
(estimated totals for private households in Great Britain, 1951-52, £ million) 


Contractual saving Change | Mis- Total 
. : a in cellan- | saving 
Type of income unit Life Super- | Mort- Total liquid eous 
assury- | annua- gage assets | saving 
ance tion repay- 
ments 
All income units +240 +70 +85 +395 —385 + 80 + 90 
Gross income 
Under £200 + 14 =) i + 4 + 19 | — 71 — 33 | — 85 
£200—399... + 56 +10 +12 + 78 — 82 — 26 | — 30 
£400—599... + 72 25 +21 +118 — 90 | — 38 | — 10 
£600—799... + 30 +12 +15 + 57 — 38 | — 9 + 10 
£800- -999... + 13 + 7 +10 + 30 | — 30 + 25 + 25 
£1,000—1,499 + 23 + 5 +12 + 40 | — 35 + 40 + 45 
£1,500 and over ... + 32 +10 +11 + 53 — 39 +121 +135 
Occupation of head 
Self-employed ..-| + 45 + 1 +20 + 66 —126 +250 +190 
Managers and technical ...| + 47 a3 1 +19 + 97 — 31 — 58 + 18): 
Clerical and sales... + 22 +14 +12 + 48 — 39 — 37 — 28 
Skilled manual . + 78 +20 +24 +122 | — 72 — 26 + 24 
Unskilled manual ch = 28 + 4 + 4 + 36 — 15 — 27 — 6 
Retired and unoccupied...) + 20 * + 6 + 26 —102 — 22 — 98 
Age of head ... : 
18—24 _.... ae =P a at | + 4 — + 11 + 4] — 14 + 1 
25—34 ... ae we] + 45 +15 +17 + 77 — 23 | — 32 + 22 
35—44__... Ewe bes ee fl +20 +22 +113 — 99 | — 14 * 
45—54 + 66 +16 +31 +113 | — 98 +100 +115 
55—64 i... + 37 +15 +12 + 64 | — 87 + 45 + 22 
65 and over + 14 x + 3 + 17 — 82 — 5 — 70 
Sex of head 
Male +220 +63 +80 + 363 —343 +113 +133 
Female Cae + 20 sk Yi +5 sk EY — 42 — 33 — 43 
Number of persons 
One 5 + 33 +13 + 3 + 49 | —60 | — 7 | — 18 
Two + 77 +18 +44 +139 | —205 + 83 abs NG/ 
Three + 60 +19 +23 +102 | —108 + 43 + 37 
Four + 46 +10 +10 + 66 | — 6 | — 29 + 31 
Five + 17 + 8 + 4 + 29 ]— 2] — 9 + 18 
Six or more + 7 se Y Je a! Sei) — 4 — 1 + 5 
Region 
heap wag + 20 + 6 + 6 + 32 | — 19 + 24 + 37 
North of England Sh Sal) +18 +15 + 92 | —90 | — 2 * . 
Midlands and Wales Poel) ge ots +18 +19 + 84 | — 53 — 28 + -3 
South of England ...| +114 +28 +45 +187 | —223 + 86 + 50 
of town 
Beatie ance bes w| + 95 +28 +29 +152 —133 + 1 + 20 
Other urban aad ...| +103 +32 +42 +177 —223 + 6 — 40 
Rural re ie wl + 42 +10 +14 + 66 | — 29 + 73 +110 
Housing tenure 
Owners: 
Without mortgage ...| + 47 +18 ot + 65 | —184 | +146 + 27 
With mortgage ad qae ae a0 +85 aie _ au a ee ae 2 
Tenants... a: + Sool} ya | — 27-7) aaa alec as 


Non-heads of households + 22 +12 


* Less than £500,000 (plus or minus). 
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some positive contribution to saving, but that upper income groups were 
saving a greater proportion of their gross incomes than lower income groups.” 
It seems, from the evidence of this survey as well as of the American surveys 
made in pre-war years, that Barna was nearer to the truth than Colin Clark; 
but even he did not allow for the possibility that the lower income groups were 
actually dissaving on balance. It must be remembered in this connection 
that the lowest income group does not consist mainly of active workers but 
predominantly of the retired and unoccupied. Some members of this group 
have fairly substantial assets on which to draw while very few are in a position 
to save more than a few pounds. The net balance of their saving as a group, 
therefore, tends to be negative. 

The survey shows, I think conclusively, that it is not legitimate to attribute 
to the working and middle classes the full amount of their contractual 
saving, since allowance must be made for the liquidation by these classes of 
other assets. Nor can they be credited with the total increase, if any, in Post 
Office and Trustee Savings Bank deposits, since these deposits do not belong 
to the working and middle classes alone. What the survey does not tell us, 
however, is whether the propensity to save continues to increase idefinitely as 
income increases. All we can say is that, within the limits covered by the 
survey, the figures show a rising propensity to save at higher and higher levels 
of income, and that it would be rather surprising if this trend were to be 
reversed at any point. But, as we shall see below, there is a strong suggestion 
from our figures that the proportion of gross income saved does not surpass, 
under present conditions, a fairly low ceiling level. 

A very large contribution to total saving is made by contractual saving, 
on the one hand, and the business saving of the self-employed, on the other. 
If it were possible to take the fruits of these two alone, without suffering any 
losses in other directions, total saving would amount to about £650 million 
on our definition, or {900 million on the national income definition. The 
principal losses occur, according to our figures, through the drawing down of 
liquid assets. 

An interesting comparison can be made of the saving behaviour of the self- 
employed and managers, groups which are of similar size and average income. 
Each group saves about the same in life assurance and mortgage repayment but 
the superannuation contributions of the managers bring their total contractual 
saving up to a point about half as much again as the contractual saving of the 
self-employed; and if allowance were made for the superannuation contri- 
butions paid by employers on behalf of managers, their total contractual 
saving would amount to at least twice as much as the contractual saving of 
the self-employed. It might have been expected that the self-employed 
would make up for their lack of superannuation arrangements by paying 
more life assurance: but this is evidently not so. Where the self-employed 
do compensate, and indeed over-compensate, is by ploughing back profits 


* Tibor Barna, Redistribution of Incomes through Public Finance in 1937 (1945), p. 158. 
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into their businesses, with the consequences already noted for their mis- 
cellaneous saving. It is, of course, quite understandable that the self-employed 
should prefer to use their savings for developing their own businesses than 
for purchasing extra life assurance : their businesses are, after all, not merely 
a form of investment to them but much else besides. 

It is rather difficult to understand why the managers, whose average 
gross income exceeds £1,000, and whose contractual saving is {71 per 
income unit, should be saving so little as £7 per income unit in total. The 
principal influence at work here is evidently from the side of miscellaneous 
saving; and a scrutiny of the forms relating to a sub-sample of managers 
suggests that it is due to the effect on managers of the receipt of windfalls. 
Managers receive windfalls much more frequently than other groups (19 
per cent had received a windfall in 1951-52 compared with less than half 
that proportion amongst the rest of the population), and a large proportion of 
their windfalls are legacies or gifts. As we shall see below, there is a tendency 
for people who receive windfalls to go out and spend part of the money; and 
this is certainly true of managers. It seems probable that managers, whose 
prospects are fairly secure both during their active years and after retirement, 
regard a legacy or other windfall as an opportunity to improve their immediate 
standard of living, especially by the purchase of durable goods. This tendency 
is doubtless present with all sections but the managers are particularly 
affected by it. 

We shall pass over some of the other analyses presented in Tables 66 and 
67 and conclude by referring to the final section, in which income units are 
classified according to their housing tenure. Here it becomes clear how large 
an influence is exercised on an individual’s saving by the necessity of having 
to pay off a mortgage. Mortgagors are estimated to pay off {40 a year on the 
average and, although they draw down their liquid assets by more than this, 
their total saving is still £23 per income unit. This result could, of course, 
be attributable to other factors, such as business saving by self-employed 
people amongst the mortgagors; but the proportion of the self-employed 
in this group is actually less than amongst those who own their houses without 
a mogtgage (though more than amongst tenants) and the other saving of the 
mortgagors is nowhere near so heavy as the other saving of this latter group. 
There seems little doubt, therefore, that people who have mortgages are 
better savers than people without mortgages, though not necessarily to the 
full extent of their mortgage payments. 


CONSUMPTION EXPENDITURE 


Having completed our description of saving, we can proceed to say a 
few words about consumption and, in particular, about one of its components 
—expenditure on durable goods. We shall then be in a position to relate 
together the three constituent parts of gross income—tax, saving and con- 
sumption—and to consider some of the implications of our figures. 
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Total Consumption 

In this survey consumption is a residual derived by subtracting saving 
and tax liability from gross income. It it not likely, however, that it will be 
so unreliable on that account, since both the subtractive items are usually 
smaller than consumption itself. Nevertheless, the accuracy of our estimates 
of consumption is entirely dependent on the accuracy of our estimates of the 
three items from which it is derived. 

The distribution of income units according to their total consumption 
expenditure is given in Table 68. Average consumption expenditure per 
income unit is {7 a week but the amount varies widely: at one end of the 
scale, 7 per cent of income units spent less than {100 in the year and, at the 
other, 6 per cent spent £700 or more. The great majority of the former group 
are retired people, for the most part single old age pensioners. The latter 


Type of 
income unit 


TABLE 68 
Total Consumption Expenditure 
(percentage distributions of income units) 


Consumption expenditure Allin 


Under] £100- | £200-| £300-| £400-| £500-| £700 | Not | Mean| S.D. 
£100 | 199 299 399 499 699 and | ascer- 


over |tained| f£ £ 
All income units 7 18 19 21 ie 13 6 3 365 278 
Gross income 
Under £200 30 60 5 1 = 1 = 3 137 94 
£200—399 ... —- 8 50 35 + 1 oe ee 291 81 
£400—599 ... — —_ 2 30 43 19 2 4 449 102 
£600—799 ... == i 2 = 5 73 13 3 608 198 
£800—999 ... — Z — 1 i 42 45 3 695 165 
£1,000—1,499 — - 2 7 5 17 62 7 830 345 
£1,500 and over — — o- 7 2 3 75 13 1423 | 1023 
Occupation of head 
Self-employed * 9 14 20 13 18 17 9 534 333 
Managers, etc. a = 1 2 10 13 36 35 3 773 | 630 
Clerical and sales ... 3 20 23 Zt 12 11 8 2 364 224 
Skilled manual... i 7 19 29 21 18 5 2 393 155 
Unskilled manual ... 3 17 30 26 uy? 9 1 2 312 141 
Retired, etc. 28 41 15 5 2 2 z 5 189 204 
Age of head: 
18—24 6 40 34 ie 3 3 1 1 232 87 
25—34 1 8 20 27 18 20 5 1 412 182 
35—44 1 6 11 27 aii 26 9 5 463 275 
45—54 4 7 17 24 19 16 10 3 451 a1 
yeh ce ae . 23 12 9 5 7 360 350 
and over 8 5 
sex of pee 3 Za 4 219 249 
e 2 10 18 25 17 aly / 8 2 
Female 22 | 41 | 22 7 2 2 * : ee 158 
ae apt of persons 
me ... thi 19 34 28 10 S 2 1 3 
Two ™ 15 18 23 17 14 9 4 re = 
Three — 3 13 32 19 22 9 2 466 232 
Four — 7 oul 26 19 11 SI 501 299. 
Five —— 1 12 ZS ily / 37 9 1 509 284 
Six or more _ _ 9 16 25 43 5 % 492 | 156 


—_—_—_—_———  ————— | ef 
SS 


* Less than a half of one per cent. 
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group, on the other hand, is drawn more widely from different sections cf the 
population, although it contains a considerably greater proportion of managers 
and of self-employed than of other sections. 

As one would expect, consumption is closely related to gross income : 
there is some scatter of consumption within income groups, but in general 
its coefficient of variation (standard deviation divided by mean) within 
income groups is less than one-half. The average level of consumption in 
each income group is determined by the amount of taxation and saving 
appropriate to that group; and since both of these operate in such a way as to 
reduce differences between income groups, we find that consumption is 
much more equally distributed than gross income. his is reflected in the 
standard deviation of consumption, which is less than half the standard 
deviation of gross income. 

‘The consumption expenditure of single people is, on the average, less 
than half that of married couples; and, as the number of children in the family 
increases up to three, total consumption increases, but at a diminishing rate. 
Families with four or more children appear to spend rather less than those 
with two or three children, but this is chiefly because they are poorer. 


Expenditure on Durable Goods 

Although it was not the intention of this survey to collect direct inform- 
ation on consumption expenditure as a whole, it was thought desirable to 
discover the amount spent by each income unit on certain major durable 
goods. Such expenditure is likely to influence personal saving, for the reasons 
mentioned earlier, and it must therefore be regarded as one of the possible 
explanatory factors of differences in personal saving behaviour. The sort of 
expenditure that is particularly relevant is the purchase of costly and durable 
items. For operational purposes, these were defined as cars, motor cycles, 
television sets, refrigerators and washing machines, and any other durable 
good whose retail price was £25 or more. In applying the value limit, furni- 
ture and carpets were treated as a collective item, so that in all cases where 
total expenditure on them exceeded £25 they were included. Clothing and 
soft goods (with the exception of fur coats) were specifically excluded, as 
well as any goods whose capital cost was charged to a business account. — 

The expenditure recorded was the total of the retail prices of eligible 
items, irrespective of whether they had been fully paid for or not, after 
deducting any receipts from the sale, or trading-in, of durable goods of this 
sort. If the proceeds of selling goods exceeded the value of goods bought the 
expenditure on durable goods was counted as zero and a special adjustment 
was made to the saving account to allow for the receipt of purchasing power 
from a source other than income. If a durable item was bought on hire- 
purchase the transaction would have the effect of (a) increasing the amount of 
expenditure on durable goods to the extent of the retail price of the item, and 
(b) decreasing saving to the extent of the hire-purchase debt incurred and 
still outstanding at the time of interview. In such a case the inverse association 
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TABLE 69 


Expenditure on Durable Goods’ — 
(percentage distributions of income units) 


Expenditure on durable goods All Those with 
expenditure 


J | | | | 


Under| £50- | £100-| £200| Per | No. | Mean| S.D. 


Type of income unit 


Nil Y 
£50 99 199 | and | cent in £ £ 
over sam- 
ple 

All income units oa sah 80 8 8 5 1 100 | 2598 88 116 
Gross income 

Under £200 Se ox OS 3 1 1 — 100 608 60 38 

£200—399 ... oe eel SO 7 5 2 * 100 813 63 55 

£400—599 ... aoe seed L 10 14 4 1 100 636 79 81 

£600—799 ... Shs Paley) 16 18 4 5 100 249 88 77 

£800—999 ... oe Be S54 13 aly 11 5 100 97 | 104 100 

£1,000—1,499 Se6 Sal ES 8 16 15 8 100 101 | 151 198 

£1,500 and over... sacl eA 16] 10 17 15 100 94 | 247 334 
Occupation of head 

Self-employed te, ee OD 7 12 6 6 100 230 | 159 229 

Managers, etc. ais pel jar 9) 14 10 10 6 100 259 |- 123 176 

Clericaland sales ... Ree ial 7h: 6 9 4 3 100 330 | 114 128 

Skilled manual =e scale ies 1 11 3 * 100 807 66 44 

Unskilled manual ... ANE Y. 8 6 s 1 100 388 72 68 

Retired, etc. Ree ety 8 3 2 * * 100 571 57 45 
Age of head : 

18—24 36 a: aes 8 6 2 1 100 296 vWf 76 

25—34 bee eh Sel 69 11 13 5 2 100 456 83 79 

35—44 Ree Ec seal 2a 8 14 Z 100 492 | 100 121 

45—54 aes pA ala phd 9 9 3) Z 100 499 91 135 

55—64 ane ae ..-| 84 8 4 3 1 100 382 90 174 

65 and over ... 2% Lal O4 3 2 1 * 100 473 62 56 
Sex of head 

Male ae sets SH heaps 9 10 4 2 100 |} 1918 91 120 

Female an An se93 4 2 1 * 100 680 57 48 
Number of person: 

One ... ate — wach, OS: 4 2 1 * 100 987 71 71 

Two ... At an aac ia" 9 9 4 2 100 731 98 140 

Three... aus ne: AA ae) 10 14 5 2 100 412 84 89 

Four née oe | 64 13 16 4 3 100 297 9c 145 

Five ... ae aes wc 05 12 13 10 * 100 115 76 50 

Six or more eae seal wuthd 5 8 — = 100 56 42 35 
Housing tenure 

Owners :. 

Without mortgage Seal eho 10 8 4 3 100 381 | 120 | 204 
With mortgage ... seal» OF 12 8 9 2 100 242 94 82 
Tenants bee <A eat ed 8 10 3 2 100 } 1299 84 98 
Non-heads of households ...| 89 5 4 2 * 100 676 68 65 


* Less than a half of one per cent. 

1 The durable goods covered by this table are : cars, motor cycles, television sets, refrigerators, 
washing machines and any other durable good whose retail price was £25 or more. Furniture and 
carpets were treated, for the purpose of the £25 limit, as a single collective item. Clothing and soft 
goods (with the exception of fur coats) were excluded. The expenditure recorded was the total of 


the retail prices of eligible items after deducting any receipts from the sale, or trading-in, of durable 
goods of this sort. 
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between saving and durable expenditure is automatic and inevitable. If the 
purchase of durable goods were financed by the use of liquid or other assets, 
this association would again be evident. 

Of all income units in the sample, one in five were found to have bought 
durable goods of the types specified, in the year 1951-52, with an average 
expenditure of £88 each. Our estimate of total expenditure on durable goods 
of private households is, therefore, approximately £400 million, or some 4 per 
cent of personal income. No information exists from which one could make 
an accurate estimate of the present value of the total stock of goods of this 
sort in private hands, nor of its rate of depreciation; but, on a very rough 
calculation, it seems probable that consumers were adding to their stock of 
durable goods in 1951-52 at a rate of at least {100 million a year. 

The analysis by income groups shows that as income rises an increasing 
proportion of income units buy durable goods of the type specified and that 
their average expenditure is also greater. Amongst the occupational groups, 
managers contain the largest proportion who bought durable goods in 1951-52 
(40 per cent), but 25 per cent of skilled manual workers were also purchasers. 
The retired and unoccupied do not buy durable goods to any appreciable 
extent. 

The age groups in which durable goods are most frequently bought are 
those extending from 25 to 54, and this is reflected in the relative frequency 
of purchase amongst families with between one and three children under 18. 
Heads of households, as one would expect, more often buy durable goods than 
non-heads; and house-owners spend more on the average than tenants. 


SUMMARY OF PERSONAL INCOME AND OUTLAY 


The division of gross income into tax, saving and consumption is shown in 
Table 70, where each figure represents the average per income unit of a 
specified section of the population. The same figures are expressed as per- 
centages of gross income in Table 71. We shall discuss the two tables together. 

Average gross income for the whole private household population is 
estimated at £424 per income unit. Out of this sum £55 is due for direct tax 
payments, leaving an average net income of £369. After saving £4 and spend- 
ing £18 on the purchase of durable goods the average income unit has £347 
left for ordinary living expenses. In terms of percentages, tax liability 
amounts to 13 per cent of gross income, and saving and durable expenditure 
combined to a further 5 per cent, leaving 82 per cent for other consumption. 

The analysis by income group shows clearly how both tax and saving 
increase with income, both absolutely and as a proportion of gross income. 
Durable expenditure shows the same tendency to increase in absolute value 
but, as a proportion of gross income, it reaches a ceiling at an income level. 
of £600 and probably declines in the highest income groups. If, however, 
it were expressed as a proportion of net income it would continue to rise 


until the penultimate income group. 
Amongst the occupational groups, the managers have the highest average 
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TABLE 70 


Income, Saving, and Consumption 
(average per income unit in each group to the nearest f) 


Type of Gross Tax Net Saving Consumption 
income unit income | liability | income — —_—_— |—__ 
Total | Durables| Other 
£ B £ re is £ va 
Allincome units... Are 424 55 369 + 4 365 18 347 
Gross income 
Under £200 st a 125 4 121 — 16 137 3 134 
£200—399... ae 5 309 22. 287 — 4 291 9 282 
£400—599... eae 53 482 35 447 — 2 449 23 426 
£600—799... ate ane 682 69 613 + 5 608 38 570 
£800—999... ms ae 870 134 736 + 41 695 48 647 
£1,000—1,499__.... Boel) Vea eri 252 919 + 89 830 71 759 
£1,500 and over ... ...| 3,064 1,274 1,790 +367 1,423 132 1,291 
Occupation of head 
Self-employed... a 927 257 670 +136 534 49 485 
Managers and technical ...} 1,026 246 780 + 7 Ta 49 724 
Clerical and sales... wee 393 39 354 — 10 364 25 339 
Skilled manual ... a 430 34 396 + 3 393 17 376 
Unskilled manual Rae 333 23 310 — 2 312 13 299 
Retired and unoccupied... 180 12 168 — 21 189 3 186 
Age of head 
18—24_... aie aa 260 28 232 * 232 13 219 
25—34... ane 586 461 44 417 + 5 412 26 286 
3544... so ae Syl 48 463 * 463 29 424 
Ao Re gee men Beeson 115 478 | +27! 451 21 450 
55—64 .... Bs. Les 432 65 367 + 7 360 14 346 
65 and over ae ae 221 21 200 — 19 219 = 215 
Sex of head 
Male ae one ne 498 68 430 + 8 422 23 399 
Female... noe sist 197 17 180 — 8 188 4 184 
Number of persons 
One 50 us Sins 232 28 204 — 2 206 5 201 
Two ott As Ue 517 91 426 + 3 423 24 399 
Three “is Ste sae 533 57 476 + 10 466 26 440 
Four SHE arte se 570 58 512 + 11 501 36 465 
Five ss an aoe 599 72 527 + 18 509 26 483 
Six or more Wa Pa 519 18 501 + 9 492 7 485 
Region 
Scotland 5aG ete 367 43 324 + 15 309 ta 298 
North of England oes 377 35 342 > 342 17 325 
Midlands and Wales___... 421 52 369 s: 369 18 351 
South of England «1 469 73 396 + 5 391 21 370 
Size of town 
Conurbations see ee 444 54 390 2 388 i! 1 
Other urban oat we 392 43 349 a8 4 353 H 334 
Rural ooh ask is 467 88 379 + 27 352 19 333 
Housing tenure 
Owners : 
Without mortgage... 680 185 495 + 9 486 30 56 
With mortgage Sf 607 73 534 + 23 511 29 482 
Tenantsi%.. ee Mite 407 34 373 — 1 374 19 355 
Non-heads of households 268 32 236 + 5 231 7 223 


a ee 
Se 
—_—_———_ 
——|—_ 


* Less than 10s. per income unit, plus or minus. 
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TABLE 71 
Income, Saving, and Consumption 
(percentage of gross income in each group) 


_ Type of - Gross Tax Net Saving Consumption 
income unit income | liability | income SS SS ee 
% A es of Total | Durables| Other 
% % % 
Allincome units... eas ee 00 13 87 +1 86 4 82 
Gross income 
Under £200 ig al 00 3 97 —13 110 2 108 
£200—399... = cwclt! 100 7 93 —1 94 3 91 
£400—599... ar ale LOO ff 93 * 93 5. 88 
£600—799... aes =f 100 10 90 +1 89 6 83 
£800—999 sas Zico} ye £00. 15 85 + 5 80 6 74 
£1,000—1,499__..... sel, #00 22 78 + 8 70 6 64 
£1,500 and over ... ie LOO 42 58 +12 46 4 42 
Occupation of head 
Self-employed... .| 100 28 72 +15 57 5 52 
Managers ‘and technical .. 100 24 76 +1 715 5 70 
CGierical and sales soc] 100 10 90 — 3 93 6 87 
Skilled manual ... v1 100 8 92 +1 91 4 87 
Unskilled manual 41 > 100 7 93 —i1 94 4 90 
Retired and unoccupied 100 7 93 —12 105 Z 103 
Age of head 
18—24... a ae} 3.100 11 89 * 89 5 84 
25—34  ... oo >| mare OO 10 90 +1 89 6 83 
3544... S: eat 100) 9 91 = 91 6 85 
45—54 ... nec s5s(° =h00 19 81 +5 76 4 72 
55—64 ae sat) 100 15 85 + 2 83 3 80 
65 and over. a eel = 100: 10 90 —9 99 2, 97 
Sex of head 
Male Sg —_ vatiye OO 14 86 + 2 84 4 80 
Female... oe cost) 1 00. 9 91 —4 95 2 93 
Number of persons 
One #3 oe goof we h OO 12 88 —i1 89 2 87 
Two Sad ace *lce 200 18 82 +1 81 4 V7 
Three oa ae a1 = 100 11 89 + 2 87 5 82 
Four ae aa Saft? 2100 10 90 +2 88 6 82 
Five Bs = sa 6 £00 12 88 + 3 85 4 81 
Six or more e's sce t me OO 3 97 + 2 95 2 93 
Region “pe 
Scotland cides’ oe LOO ie 88 + 4 84 3 81 
North of England ~ ---| 100 9 91 : 91 5 86 
Midlands and Wales__...|_—- 100 12 88 * 88 4 84 
South of England eee 00 16 84 +1 83 4 719 
Size of town 
Conurbations eee ee.iie 100 12 88 +1 87 4 83 
Other urban we ete, 100 11 89 —i1 90 5 85 
Rural ies Boe wo| 0-200 19 81 + 6 75 4 71 
Housing tenure 
Owners : 
Without mortgage ...; 100 27 73 +1 72 4 68 
With mortgage Meet LOC) 12 88 + 4 84 5 79 
Tenants .. 100 8 92 * 92 5 87 
Non-heads of households ~ 100 12 88 + 2 86 3 83 


* Less than a half of one per cent, plus or minus. 
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level of consumption expenditure; they are followed, at some distance, by the 
self-employed whose consumption is much reduced by their heavy saving, 
estimated to amount to 15 per cent of their gross income. Each of these 
groups spend the same average amount on durable goods, twice as much, in 
absolute terms, as the clerical and sales group and three to four times as much 
as the manual workers. 

The analysis by age group shows how the proportion of gross income 
spent on durable goods is higher in the years before 45 than after that age (see 
Chart 20), and this is probably associated with the finding that expenditure 
of this sort occupies a particularly large part of the budget of families with 
one or two children. Consumption expenditure, other than on durable 
goods, of childless married couples is almost exactly twice as much as the 
expenditure of single people; and the increase in this form of expenditure as 
the number of children increases is a steadily diminishing series—{41 extra 
for the first child, £25 for the second, £18 for the third and {2 for the rest. 
It is obvious that many families with four or more children are close to or 
below what would be conventionally regarded to-day as a subsistence level. 
This is shown by the small average amount spent by such families on durable 
goods. It is interesting to note, however, that they are able to make a small 
contribution to saving, this being mainly the outcome of life assurance pay- 
ments and of the absence of large stocks of liquid assets on which they can 
draw. 

The analysis by region suggests that the Scots save more, and spend less 
on durable goods, than people living south of the border. Average consump- 
tion expenditure, other than on durable goods, increases by {20-25 per 
income unit between each region as we move from north to south. The higher 
level of saving in country districts compared with towns is probably much 
influenced by the saving of farmers, who appear to reinvest much of their 
total income in their farms. 

To conclude the descriptive part of this paper we present in Table 72 


TaBLE 72 
Income and Consumption of Tenths of Income Units, Ranked by Gross Income 
Tenths of Percentage of total accounted for by each tenth 
income units after —§ | A, 
vanking by Gross Direct Net Saving Consumption 
gross income income | taxes | income |__| ————_ 
Total | Durable| Other 
Top Wea. aM a 30 62 25 225 23 36 23 
2rd Oy. x ane Se 1+ 10 15 20 15 17 15 
Srda@ess... ae m 12 | 13 —13 13 13 13 
4th... wen 10 5 11 —13 Ad 12 11 
5th 9 4 10 4 10 7 10 
6th 8 BF 8 3 8 5 8 
7th 7 4 a — 6 Us 3 7 
8th 5 °2 5 —30 6 4 6 
Oth Posse ae 3 di 4 —50 4 2 4 
Bottom ee 2 - 2 —40 3 1 3 


| | | 
$$ $<} 
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our estimates of the proportion of total income, tax, saving and consumption 
attributable to each tenth of income units, when they are ranked in order of 
their gross income. The top tenth of the population receive 30 per-cent of 
gross income; they pay 62 cent of direct taxes; and, as a result, their propor- 
tion of total net income is reduced to 25 per cent. They save more than twice 
the total volume of saving (the other nine-tenths of the population dissave the 
balance) and their consumption expenditure amounts to 23 per cent of the 
whole. They buy more than a third of all major durable goods (as defined for 
this survey) but since expenditure on durable goods is only a very small 
element in total consumption, their proportion of other consumption expendi- 
ture is the same—to the nearest percentage point—as of consumption as a 
whole. 

At the other extreme, the lowest income tenth, who are mainly retired 
and unoccupied, receive 2 per cent of income, pay scarcely any direct taxes, 
dissave an amount equal to 40 per cent of current net saving and thus raise 
their proportion of consumption to 3 per cent. Apart from the top tenth, 
no other tenth has a relative share of consumption which differs by more 
than one percentage point from its original share of gross income. The share 
of the top tenth in consumption is 7 per cent less than its share in gross income, 
and the shares of seven other tenths are each increased by one percentage 
point. Of the total reduction of seven points in the share of the top tenth, 
five are due to taxation and two to saving. 


B. SOME ANALYTICAL PROBLEMS 


The first part of this paper was concerned with presenting the numerical 
results of the survey. In this part we shall take up some analytical problems 
which, though touched on earlier, were reserved for fuller treatment here. 
They are broadly of two types : first, the study of the relation between saving 
and income, from several angles and using various definitions of both terms; 
secondly, an examination of the effects of certain other variables which might 
be expected to modify the primary relation between saving and income. 


SAVING AND INCOME 


The ‘Keynesian Revolution’ established the importance, both to 
economic theory and to practical economic policy, of the ‘ savings function ’, 
that is, of the assumed functional relation between saving and income. In 
its ideal form this relation describes the response of aggregate saving to a 
change, ceteris paribus, in aggregate disposable income. It is impossible, 
however, to set up suitable experimental conditions in which to measure the 
interaction of these two variables; and economic statisticians have been 
compelled, faute de mieux, to see what they can do with the data thrown up 
by historical circumstance or current observation. ; 

Cross-section surveys represent one of the principal sources of such data. 
With their help we can divide the population into its different component 
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groups and analyse the variations in their saving behaviour. It is true that 
the information is not always as complete as might be desired : for example, 
our chief aim is to discover the effect of changes in income, and in other 
influences, on the volume of saving; but a single survey does not usually 
provide reliable information for more than one time period. Attempts can be 
made to obtain indications of the changes that have occurred between one 
period and another; in this survey people were asked to estimate what had 
been their change in income between the year before and the most recent 
year. But such information leans very heavily on memory and is not sufhi- 
ciently accurate to form the basis of exact analytical treatment. We are there- 
fore compelled, for the most part, to base our analysis on the differences in 
behaviour of groups whose income levels differ in the same year, rather than 
on the variations from year to year in the behaviour of a single group whose 
income fluctuates over time. While this is an important limitation on the 
usefulness of the results of a single survey there is still much to be gained 
from the study of these results. Later, when we have the findings of a series 
of surveys, including re-interviews of the same people in successive years, 
it should be possible to develop a fuller theory of the dynamic effects of 
changes in income and other circumstances on saving behaviour. 

The first problem is to decide on the form of the assumed functional 
relation. Practical experience—as well as certain theoretical considerations 
—suggests that it may be better to assume a function relating saving (.S) as a 
proportion of income ( Y) to the logarithm of income—i.e., S/Y = f (log Y)— 
than to assume a more straightforward relation between saving and income 
as such—i.e., S = f(Y).1 There is more stability in S/Y than in S; and the 
advantage of using Jog Y instead of Y is that changes in the savings-income 
ratio are related to proportionate changes in income instead of to absolute 
changes. Moreover, it has been found that a function of the former type 
approximates more closely to linearity than one of the latter type. We have, 
therefore, chosen to illustrate the relation between saving and income in that 
particular form, and the scales used in the charts accompanying this section 
are arranged accordingly. 

Saving can be related either to gross income (before tax) or to net income 
(after tax). There are no over-riding reasons for preferring the one to the 
other: some forms of saving, such as superannuation contributions, are 
normally related directly to the former, and it may be that other forms are 
also determined to some degree by gross income; but, in general, it seems more 
reasonable to assume that saving is related to net income. In the first place, 
however, we shall examine the relation between saving and gross income in 
order that the effect of taxation itself may be considered. 


1 See Lawrence R. Klein’s notes on his studies of survey data in the United States, in 
31st Annual Report of the National Bureau of Economic Research, 1951, p: 41. See also 
Klein and Morgan : ‘ Results of Alternative Statistical Treatments of Sample Survey Data ’, 
Journal of the American Statistical Association, December 1951, p. 458; and Klein: ‘Assets, 
Debts, and Economic Behaviour ’, in Studies of Income and Wealth, Vol. XIV. 

Dr. Malcolm Fisher, who is making a multivariate analysis of our data, has found a 
number of similarities between British and American patterns of behaviour. 
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Saving and Gross Income 

In Table 73, we present estimates, derived from the survey, of taxation, 
saving and durable expenditure, each expressed as a percentage of gross 
income. From these, in turn, it is possible to derive various combinations, 


TABLE 73 
Taxation, Saving and Durable Expenditure as a Proportion of Gross Income, by Income Groups 
Gross income | Mean Per Per Each item expressed as a per cent of gross income 
of income gross | cent of | cent of 

unit income | income | total Tax | Saving| Duva-| Tax | Saving| Tax 

units | income bles plus plus plus 
saving |. dura- | saving 

bles plus 

: dura- 

£ % % bles 
Under £100 ar 77 7.8 1.4 1.1 | —25.3| 1.8 | —24.2 | —23.5 | —22.4 
£100—199 ... ... 149 LOZ 5.6 4.0 |—99| 24 ||— 5.9] — 7.5) — 3.5 
£200—399 ... z. 309 34.8 25.2 7.0 |}— 1.2] 2.9 + 5.8) + 1.7] + 8.7 
£400—599 ... ... 482 25.8 29.4 7.2 |— 0.3} 4.8 + 6.9] + 4.5) +11.7 
£600—799 ... ... 682 8.5 PSI SLO wees 02 7a 9.5.6 +10.8) + 6.3] +16.4 
£800—999 ... ... 870 2.9 ka am mm UES a | EO oN ee SESS) +20.2 | +10.3 | +25.7 
£1,000—1,499 ...| 1,171 2.3 6:39)" Z155- || 726) 5 6:0 +29.1 | +13.6 | +35.1 
£1,500 and over...| 3,064 eT 12.5 | 41.6 | +12.0| 4.3 +53.6 | +16.3 | +57.9 
(EOtaMe Bess, cs 424; 100.0 | 100.0 | 13:0 | + 0.9) 4.2 +13.9| + 5.1) +18.1 


such as those shown in the table. In Chart 22 we have drawn saving as a 
percentage of gross income in relation to the logarithm of gross income. The 
line appears to move in a wide arc with a kink in the middle. At low levels 
of income, average dissaving is a large proportion of gross income, but above 
£200 a year dissaving becomes relatively small and the line on the chart 
levels off and moves very close to the zero level for some distance. From the 
income level of £800, however, it begins to rise again, quite sharply at first, 
but later with a gradually declining rate of increase as if it were approaching 
a ceiling. This ceiling appears to be well below 20 per cent of gross income. 
Obviously, the height of this ceiling is, in part at any rate, dependent on the 
degree of direct taxation. At higher levels of income, for example, taxation 
reaches 50 per cent and more of gross income, and so places an absolute 
limit on the proportion of gross income that can be saved. 

A characteristic feature of British saving behaviour, if we are to judge 
from these figures, is that a large proportion of the population belong to 
income groups whose net contribution to sdving is almost negligible. The 
groups whose incomes range from £200 to £800 embrace more than two- 
thirds of the population and receive more than two-thirds of total income; 
and their net saving is practically nil. Real leverage is exercised, on the 
negative side, by 24 per cent of income units whose gross incomes are less 
than £200—and who receive 7 per cent of total income—and, on the positive 
side, by 7 per cent of income units with incomes of £800 or over—who 
receive 25 per cent of total income. 
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CHART 22. Saving and Saving plus Taxation in Relation to Gross Income 
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It is natural to assume that the weight of taxation is an important influence 
on saving. If, on an extreme view, we were to assume that saving and taxation 
are exact substitutes, we might expect to find a rather regular relation between 
‘taxation plus saving’ and gross income. Our data on this are illustrated in 
Chart 22, from which it appears that there is quite a smooth relation between 
these two variables from an income level of £600 upwards; but there is still a 
substantial kink in the line in the middle income groups. The absence of 
saving in these groups does not seem to be due to excessively heavy direct 
taxation; in fact, taxation increases at an unusually slow rate in this part of 
the income distribution. In the upper income groups, the steep rise in the 
slope of the curve representing taxation plus saving is combined with a 
flattening of the slope of saving alone, which suggests that, so long as tax rates 
are maintained at very high levels in the upper income ranges, there is little 
prospect of any appreciable increase in their rate of personal saving. 
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The addition of durable expenditure to Saving gives us another variable 
which might be expected to be more regular in its behaviour than saving 
alone. This variable is illustrated on Chart 23, from which its movements 


CHART 23. Saving, Saving plus Durables, and Saving plus Durables plus Taxation 
in Relation to Gross Income 
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can be judged. The line is certainly smoother, and part of the kink has been 
ironed out. When taxation is added, however, the kink seems to reappear. 


Comparison with the United States * ; 
According to our estimates, the saving propensities of the different income 
groups in Britain were such as to produce a net saving in 1951-52 of £90 
million, which, when allowance is made for additions from sources not covered 
by the survey, is equivalent to total personal saving of about £330 ge 
Is this a large or a small figure 7 How does it compare with other countries ! 
A comparison between global estimates of personal saving, ag oe as 
a proportion of personal income, can be made for those countries whic 
produce estimates of the components of their national income. The most 
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readily available figures are those for the United States, which may serve as a 
standard of comparison. According to our estimate, personal saving in this 
country in 1951-52 represented about 3 per cent of gross personal income. 
In the United States the proportion has varied since the end of the war from 
2 per cent to 7 per cent, and shows signs of levelling off, under present 
conditions, at about the latter figure. On this test British saving is certainly 
at the lower end of the scale. . 

A more interesting comparison can be made—in this case, from survey data 
—of the proportions of income saved by the different income groups in each 
country. For this purpose, it is necessary to match the income groups of the 
two countries, one with another. A possible method of doing this would be to 
relate groups whose real purchasing power was considered to be roughly 
equal. But this involves making assumptions about the relative purchasing 
power of the dollar and the pound, and any such assumptions are inevitably 
rather arbitrary. An alternative, which is in some ways just as interesting 
and is practically much simpler, is to compare income groups whose relative 
position in each country is similar. For example, if we express the average 
income of each income group in country A as a multiple of the average income 
of the whole population of A, and similarly express the average income of 
income groups in country B as a multiple of the average income of the whole 
population of B, we can put both sets of data on the same ‘ income multiple’ 
scale and compare the saving propensities of the groups with equivalent 
income multiples in either country. A set of such income multiples is shown 
in Table 75, where the mean net income of each income group is expressed as 
a multiple of mean net income for the whole population. Income multiples 
have also been worked out for the mean gross and net incomes of Tables 73 
and 74, although, for reasons of space, they are not shown.! 


1 A similar technique for comparing saving propensities in the United States in different 
years is used by Simon Kuznets in his recent book, Shares of Upper Income Groups in Income 
and Savings. 

TABLE 74 
Taxation and Saving in Relation to Income, United States, 1950 


Gross income Mean Saving 


of spending net as per cent 

unit income of.net 
income 

$ % 

Under $1,000 — 460 

$1,000—1,999 2.7 sdePicgd le ace 

$2,000—2,999 4.9 2,350 — 
$3,000—3,999 5.8 3,250 AS 
$4,000—4,999_ ... 7.5 4,070 + 7.8 
$5,000—7,499 ... 9.7 5,280 +10.7 
$7,500 and over 6.4 10,520 +27.5 
Total 8.5 3,220 + 8.4 


; Sources : Gross and net income means and tax taken from Supplementary Tabl fo) 
1952 Survey of Consumer Finances, Part III’, Federal Reserve Bulletin, aaah fee ire 
The figures for saving are derived by comparing the distribution of total income, as given in 
wena Table 9, ibid, with the distribution of total saving, as shown in Appendix 
Table 1 of ‘1951 Survey of Consumer Finances, Part IV’, Federal Reserve Bulletin, Sept. 1951. 
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Data on American saving propensities by income groups have been drawn 
from reports of the Surveys of Consumer Finances. The latest information 
available, referring to the year 1950, is reproduced in Table 74. The figures 
are subject to sampling and other errors and must therefore be treated with 
due caution; but they may still serve as the basis for a broad comparison with 
our figures. In Chart 24 we have related, on a common income multiple 


CHART 24. Saving in Relation to Gross Income, Britain 1951-52 and United 
States 1950 
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scale, the saving propensities found by our survey in Britain in 1951-52 
and those revealed by the Survey of Consumer Finances for the United 
States in 1950. Neither set of points fall exactly on a straight line, but, if 
we ignore the points referring to the lowest group of incomes in each case, 
which are subject to special influences, the two sets move in approximately 
the same direction, at first roughly parallel to one another but later diverging. 
The comparison suggests that over the broad middle range of incomes from 
about four-tenths of the average to three times the average, the British 
consumer at each income multiple saves about the same proportion of his 
gross income as the American consumer whose income multiple is about 
half as great. For example, a British consumer whose income is twice the 
British average saves about the same proportion of his gross income as an 
American whose income is equal to the American average. The two incomes 
at which this equal saving propensity occurs are, in fact, £850 and $3,500 
respectively; and it could be argued that this is merely a reflection of the fact 
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that the real purchasing power of the two incomes is about the same— 
representing an exchange rate of approximately $4={1. On the other hand, 
recent research in America has suggested that the saving propensity of a 
given income group at any one time or place is governed more by its relative 
position in its own social context than by its position in relation to incomes at 
other times or places.1 There are clearly limits to the extension of this hypo- 
thesis, however, and it would be rash to discount entirely the effect of a 
generally lower standard of living on the average saving propensity of a given 
population. : 

More light can, perhaps, be thrown on this matter if we take taxation into 
account. Chart 25 shows the average rate of direct taxation on each income 


CHART 25. Taxation in Relation to Gross Income, Britain 1951-52 and United 
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group for the years in question, in Britain and the United States respectively. 
The British data cover all direct taxes— including National Insurance con- 
tributions --while the American data are limited to Federal income taxes. 
The latter represent just over three-fourths of the total of direct tax payments 
and personal contributions for social insurance. When allowance is made for 
this difference of coverage, there is evidently not a great deal of difference 
between the average rates of tax in the two countries up to an income level 
of about twice the average income. But, from this point onwards, average 
rates of tax in Britain become relatively much heavier than in Mace 
@ here is clearly a coincidence between the point at which the rate of increase 
of saving propensities in Britain slows down and the point at which British 
tax rates begin to rise precipitately. This is further illustrated in Chart 26 
where the total weight of tax and saving is related to income multiples for 


See, amongst others, J. S. Duesenberry, J i 
Bekadenetipiacens oe ae try, Income, Saving and the Theory of Consumer 
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CHART 26. Taxation plus Saving in Relation to Gross Income, Britain 1951-52 
and United States 1950 
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each country. Apart from a sagging of the British line in the middle income 
groups, the general direction of both lines is very similar; and the proportion 
of gross income used for consumption by income groups with incomes of 
twice the average or more is not very different in the two countries. 


Saving and Net income 

So far, our discussion has been in terms of the relation between saving 
and gross income. But it may be thought that saving would be likely to be 
more closely and consistently determined by net income. The data from our 
survey have, therefore, been reclassified so as to show the saving propensities 
of income units when grouped according to their net income. In this case 
the saving of each net income group is expressed as a percentage of its net 
income. Table 75 contains the result of this analysis and the figures are’ 
illustrated in Chart 26. For comparison, we show the saving propensities of 
American consumers (in 1950) on approximately the same basis. (The 
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TABLE 75 
Saving in Relation to Net Income, Great Britain, 1951-52 


Net tncome Mean net | Mean net income Mean Saving as 


of income as a multiple saving per cent of 
income unit of the mean of net 1ncor 
ob all income units a on 

Under £200... ae 118 0.32 — 15.7 —13.3 
£200—399 se ss 303 0.82 — 1.5 — 0.5 
£400—599 oot Se 485 13 — 01. — 0.0 
£600—799 aa 70 682 1.85 + 10.7 + 1.6 
£800—999 BF: ot 885 2.40 + 74.9 + 8.5 
£1,000—1,499 a 1,180 4.50 +119.4 +10.1 
£1,500 and over ace 2,300 6.23 +540.0 + 23.4 
Total 369 1.00 + 3.9 + 1.1 


American data could not be reclassified into net income groups, but the net 
income of each gross income group was used instead). 

The chart shows a very smooth relation for America between saving and 
net income. at least for net incomes exceeding three-quarters of average net 
income. In Britain, we find again a tendency for those with net incomes 
below approximately twice the average level to be very poor savers; but this 
is followed by a rising propensity to save at higher levels. The similarity 
of the slope of this part of the line to that shown for America suggests that the 
same forces are at work in both countries; but their effect is clearly postponed 
in Britain until a much higher income multiple level is reached. 


CHART 27. Saving in Relation to Net Income, Britain 1951-52 and United States 1950 
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Income may also be adjusted to allow for the number of persons supported, 
which may be expected to have some effect on the ability to'save. The net 
income of each income unit in our sample was, therefore, divided by the 
number of persons in the income unit and income units were reclassified 
according to their net income per person. The average saving per person 
of each of these groups is shown in Table 76 and the saving propensities are 
illustrated in Chart 28. The points on the chart now appear to follow a 


TABLE 76 
Saving and Saving plus Durable Expenditure by Groups of Income units Classified 
According to Net income per Person 


ee 


Income untts Percent | Estimated Saving Saving plus durable 

classified by of all mean net expenditure 

net income income income we 
per person units per person| Average As per Average As per 
per person | cent of net | per person | cent of net 
income income 
% £ z % ra % 

Under £50 re 1 40 — 33.8 —84.5 — 30.1 —/15.4 
£50—99 ... oe 23 75 — 2.5 — 3.4 — 0.4 — 0.5 
£100—149 ee 26 125 — 0.8 — 0.6 + 3.8 + 3.0 
£150—199 a 17 170 — 23 — 1.4 + 7.0 + 4.1 
£200—249 iis 13 220 — 0.6 — 0.3 + 11.9 + 5.4 
£250—299 Soe 8 270 + 8.2 + 3.0 + 20.3 + 7.5 
£300—399 bo 7 340 + 10.1 + 3.0 + 30.2 + 8.9 
£400—749 4 500 + 41.2 + 8.2 + 71.8 + 14.4 
£750 and over 1 1,220 +359.0 +29.4 +415.3 + 34.0 
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CHART 28. Saving and Saving plus Durables in Relation to Net Income per Person 
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reasonably smooth path—if we ignore the lowest income group—and bend 
gradually upwards as far as the data allow us to plot them. An even smoother 
relation is obtained by taking account of expenditure on durable goods in 
addition to saving;. and this gives further support to the hypothesis that 
saving and durable expenditure are closely—and negatively—related. 


OTHER INFLUENCES ON SAVING 


The analysis up to this point has been directed towards discovering the 
broad relation between saving and income, on the assumption that income is 
the primary determinant of saving. Some consideration has been given, 
also, to the effect on this primary relationship of the number of persons 
supported; and some of the effects of adding durable expenditure to saving 
have been noted. But even when all this has been done the variability of the 
material is only very partially accounted for; and it is clear that many more 
factors would have to be brought into account if anything like a complete 
explanation of saving behaviour were to be arrived at. 

The only fully satisfactory method of pursuing the analysis into these more 
complicated regions is to resort to a multivariate study. It is not my purpose 
to attempt this here;! but it may be helpful if we look at some of the data in 
a more elementary way, simply examining the relation between saving—or 
saving as a proportion of net income—and each of the other factors in turn. 

The first thing to do is to consider what sort of influences might be 
expected to have some effect on saving. When we relate saving to net income 
per person we take account, in a rough way admittedly, of influences from 
both sides of the personal income and expenditure account—i.e., both the 
amount of net income and the number of people it has to support. If we 
now find that this goes only part of the way towards explaining saving 
behaviour we must look for factors which are likely to ‘ distort ’ the ‘ normal ’ 
relation between income and ‘needs’. Such factors can be looked for in 
two directions : first, there are factors which affect the resources side, up- 
setting the ‘ normal’ influence of income as such; and secondly, there are 
factors which affect the expenditure side, causing unusually heavy or light 
spending during the period in question. 

On the resources side, we may identify three main influences: firstly 
changes in income, which make the current year’s income more or less than 
the ‘ normal’ level; secondly, windfall gains, which provide the recipient 
with a sudden accession of purchasing power; thirdly, the stock of wealth, 
which, if it is large, enables a person to overspend his income much more 
freely than if it is small or negligible. On the expenditure side, we may identify 
expenditure on durable goods, which is a sporadic, ‘ lumpy ’, item of expendi- 
ture; and we can also consider the effect of ‘ unusual’ expenses generally. 
Figures showing the effect on saving of each of these five factors, taken 
separately, are presented in Table 77; and Table 78 shows the effect of three 
of them on the saving-income ratio. 


1 As already mentioned, such a study is being undertaken at the Institute of Statistics. 
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TABLE 77 
Saving Related to Possible Determinants Other than Income 
(percentage distributions of income units) 
ee ee ee 


Total saving All in group 
Saved No Dissaved 
saving Not | Approx- 
£50&)| £1- or £1- | £50&| ascer-| imate | Mean| S.D. 
over 49 sdi- 49 over | tained| no. in 
saving’ sample 
Change in income 1950-51 
to 1951-52 
Increase of : 
15% or more ... eee ee ss 44 10 17 11 3 320 
5—14%... cae 2 43 14 19 9 3 550 
Less than 5% change ...| 10 45 15 18 9 3 1,280 
Decrease of : 
pcan oes Be 2 Mf 9 22 14 3 100 
f, Or more ... ae. 6 8 26 21 
Windfalls received ; a 
Nil te APA see 45 15 17 9 3 2,350 
£i—49__... md ae 7 32 3 40 15 3 150 
£50—99 ... ae er jee 15 == 25 48 — 40 
£100 and over _... xe 8 24 5 14 42 di 60 
Liquid asset—net income ‘ 
ratio! 
Nil ie abe Aa 4 55 27 li 3 * 850 
Less than 10% ... pecs ee 54 7 23 4 * 540 
10—29% ... om sc] kT 36 6 29 12 * 330 
51) ae) ae = 86 36 7 24 17 = 350 
100—199% wid aa eLO 33 5 20 26 — 150 
200% and over ... =o] 20 18 9 19 35 3 200 
Expenditure on durable goods 
Nil Be Pre chet O 49 16 15 7 3 2,050 
£f1—49__l... ae bl Na Wy 30 2 39 10 2 210 
£50—99 ... Ss scclime 1'5 23 * 36 22 4 210 
£100 and over... Br feat 2 7 zi 13, 57 7 120 
Unusual expenses? 
None Cee ee Ki 9 49 17 17 5 3 1,600 
Household expenses 16 29 5 25 22 3 400 
Illness and births ite 9 35 9 27 16 4 200 
Others’ ©... abe =e i | 27 5 21 28 4 400 
* Less than a half of one per cent. + These figures have not been computed. 


1 The ratio of total liquid assets held at the beginning of the year to net income during the year. 

2 The question was: ‘Looking back over the last 12 months, would you say you had any 
unusual or extra heavy expenses?’ The classification of answers is as follows: ‘None’ means 
nothing special mentioned, including those who mentioned rising prices and general increase in 
cost of living. ‘Household expenses’ includes alterations, repairs and decorations to houses, the 
cost of furniture and other household goods, whether in order to set up home for the first time or 
otherwise, and the cost of moving house. ‘ Illness and births’ means mainly expenses such as 
loss of time at work, cost of home help or the cost of goods bought for a baby, rather than medical 
expenses. ‘Others’ includes all other specifically mentioned unusual expenses, such as holidays, 
weddings, funerals; school fees and the purchase and repair of cars. 
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TABLE 78 


atid as a Proportion of Net Income Related to other Variables 
(percentage distributions of income units) 

eS SS eee 
Percentage of net income saved or dissaved 


Type of Saved Less Dissaved Not Total 
income unit —————_ ———_ than 5% |————__,——_|_ 4seer- 
15%, or | 5-14% | saved or | 5-14% | 15% & | tained 
over dissaved over 


Change in income 
1950-51 to 1951-52 


Increase of : 

159% or more, —7--: 10 27 41 10 10 2 100 

5—14% ... 7 20 51 10 9 3 100 
Less than 5°/ change 8 19 51 9 10 3 100 
Decrease of : 

5—14% ... cas 7 15 45 14 16 3 100 

15% ormore ... 10 10 43 12 23 -2. 100 

Liquid asset—net in- 

come ratio 
Nil: 3 5 17 70 5 3 * 100 
Less than 10 ‘°, sos 7 PAS. 54 10 4 = 100 
10—29% ... ees 15 22 35 17 11 * 100 
30—99%_ ... Wie 10 22 37 12 19 — 100 
100—199%... uate 10 Zz 27 9 32 — 100 
200% and over... 13 12 19 10 43 3 100 

Expenditure on durable 

goods as per cent 

of net income 
Nai sep 8 21 53 7 8 3 100 
Under 10% Tes Me 21 39 11 8 < 100 
10—19% ... BE 9 14 28 30 15 4 100 
20% and over re 6 5 9 15 59 6 100 


* Less than a half of one per cent. 


Change in Income 
The effect of a change in income on saving is generally assumed to be 
positive: that is to say, that people of a given income level who have an 
increase in income will tend to save more than those of a similar original 
income level who suffer a decrease. There has been some discussion about this 
hypothesis and distinctions have been drawn between expected and unex- 
pected changes, temporary and permanent changes, and so on.! Figures 
derived from the American Survey of Consumer Finances show the rather 
surprising result that, at any rate amongst people with lower than average 
incomes, a greater proportion of those who had large increases in income 
drew down their savings than of those whose incomes were unchanged or 
increased only moderately. The behaviour of the first group was in fact 
rather similar to the behaviour of people at the other extreme—those who 
suffered an appreciable fall in income.? 
This pattern of behaviour, however, seems to be a peculiarity of American 
conditions. ‘The evidence of our survey---presented in Tables 77 and 78—- 
‘See George Katona, ‘Effect of Income Changes on the Rate of Saving,’ Review of 


Economics and Statistics, May, 1949. 
3 Katona, op. cit. 
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is such as to suggest that, in general, the greater the increase in income the 
greater the absolute amount, and proportion of net income, saved. This result 
could be spurious if there were an appreciable positive correlation between 
proportionate changes in income and the original income level; but a study of 
the relevant data reveals no signs of such a correlation and, indeed, it would be 
very surprising if there were. We must therefore conclude that the peculiarity 
shown by the American figures is not reflected, so far as we can ascertain, 
in this country, and that our figures are consistent with the original hypothesis. 

On the other hand, it must be noted that the effects of changes in income 
on saving are by no means as strong as might have been expected, and the 
only really marked tendency is for those whose incomes fall by a considerable 
amount (15 per cent or more) to dissave rather heavily. It does not seem, 
therefore, that change in income is an influence to which very much weight 
should be attached in attempting to explain saving behaviour. 


Receipt of Windfalls 

A windfall is defined here as any receipt of money, or money’s worth, 
from a source other than income; but it does not include, in this context, the 
proceeds of selling assets which have appreciated in value. The windfalls 
covered by our definition include legacies and capital gifts, lump sums 
received from insurances, winnings from football pools, and one or two 
small items. As will be clear from our definition of saving, whenever a person 
is induced by the receipt of a windfall to spend more than his income he 
becomes a dissaver. This may seem an unreasonable way of looking at the 
matter; but there is really no alternative if we are to maintain a consistent set 
of definitions. 

In view of the rigorous way in which people who receive windfalls are 
treated in this analysis it will not be surprising to find that they are often 
quite heavy dissavers. The second part of Table 77 shows that the proportion 
of income units dissaving £50 or more is much larger amongst people who 
received windfalls of £50 or more than amongst others; and average saving 
per income unit becomes steadily smaller—increasingly negative—as the 
size of windfall increases. We may conclude that capital transfers are an 
encouragement to increased spending. This is particularly clear in the case 
of transfers arising from death: the State absorbs part of the estate, treating 
the proceeds as current revenue, while the private heirs are likely to spend 
at least part of their new found wealth on improving their immediate standard 
of living. 


The Liquid Asset—Income Ratio 

The third factor to be considered from the resources side is the stock of 
wealth already available to the income unit. We have no figures of total net 
worth, but it seems reasonable to make use of the information available on the 
stock of liquid assets. It may be, indeed, that liquid assets exert a more 
immediate influence on saving behaviour than other assets, precisely because 
they can so easily be used for consumption, 


398 THE BULLETIN 


Income units were classified, for this analysis, according to the ratio 
between their total liquid assets at the beginning of the year and their net 
income during the year, expressed as a percentage of the latter. The figures 
in the two tables suggest that there is some association between this ratio and 
saving behaviour. As the ratio increases there is a tendency, at first, for 
average saving to increase. It appears that people with some liquid assets 
are more active both as savers and dissavers than those with no liquid assets, 
many of whom are rather young or rather old. On the side of dissaving it 
is clear that people with no liquid assets are limited, and indeed unable to 
dissave, except to the extent that they can sell other assets or go into debt. 
As the proportion of liquid assets to net income increases, however, this 
restricting influence is relaxed; and especially when liquid assets begin to 
exceed about 20 per cent of net income there is a steady growth in the pro- 
portion of heavy dissavers, whether they be defined in absolute terms (Table 
77) or in relation to net income (Table 78). It seems, therefore, that the 
effect of a large ratio of liquid asset holdings to net income is to free people 
from the close restraints of a limited income and thus to enable them to over- 
spend their incomes more easily. 


Expenditure on Durable Goods 


We have already found some evidence of a negative association between 
saving and expenditure on durable goods; and the data presented in Tables 
77 and 78 serve to confirm this. In the first set of figures, where saving is 
measured in absolute terms, there is a clear tendency for the proportion of 
heavy dissavers to increase as expenditure on durable goods increases. The 
proportion of heavy savers, however, does not tend to diminish; and it is 
evident that there are two factors at work. On the one hand, people who spend 
heavily on durable goods tend to dissave; on the other, people with high 
incomes tend to spend heavily on durable goods and to save heavily. It is 
necessary, therefore, to eliminate the effect of income; and this is done in the 
relevant section of ‘Table 78, where both saving and durable expenditure are 
expressed as a proportion of net income. After this adjustment, the relation 
between saving and durable expenditure becomes very consistent : the pro- 
portion of savers at each level falls as durable expenditure rises, in each case 
except one, while at the same time the proportion of dissavers rises, with 
increasing emphasis on the heavy dissavers. 

The relation between saving and durable expenditure can be further 
analysed, for each income group separately, by means of the data given in 
Table 79. ‘These show the standard deviations of saving, saving plus durable 
expenditure, and durable expenditure for each gross income group, and for 
the population as a whole. From these standard deviations it is possible to 
calculate, by simple formulae, the correlation and regression coefficients of 
saving in relation to durable expenditure. 

It will be noted that the standard deviations of all three variables tend to 
increase as income rises. This tendency, moreover, is associated with an 
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TABLE 79 


Correlations between Saving and Durable Expenditure within Income Groups! 


Standard Deviations (in {s) of : Correlation | Regression 
Gross income of = |———_;______|__________| coefficient coefficient 
income unit Saving Saving plus Durable of saving of saving 
durable expenditure | and durable | on durable 
expendiiure expenditure | expenditure 
O71 Og Os Tis 13 
Under £200 Bes 85 80 14 —0.43 —2.61 
£200—399... i 57 52 30 —0.42 —0.80 
£400—599... e 79 64 57 —0.60 —0.83 
£600—799... = 188 180 67 —0.30 —0.83 
£800—999... Bt 162 165 79 —0.21 —0.42 
£1,000—1,499__... 331 306 159 —0.39 —0.81 
£1,500 and over ... 1,027 972 220 —0.35 —1.63 
All income units 172 167 58 —0.25 —0.75 


} The table refers to all income units in the sample except those whose total saving was 
not ascertained. 


Note. The two coefficients, r,, and b,;, are computed according to the following 
formulae : 


2 2 2 
Cs, 071, =,05 — O71 
3 = +-- = 1 -— -® andb,, = T4,— 
2 20,03 ak 


increase in average saving and in durable expenditure. Thus, between income 
groups saving and durable expenditure are positively correlated, while 
within income groups, as the table shows, the two variables are negatively 
correlated. This explains the fact that the correlation between saving and 
durable expenditure in the whole population, with a coefficient of —o.25, is 
less close than the correlation in all except one of the individual income 
groups. The coefficients of the individual groups range from —o.21 to 
—o.60 and, although they are significant of some (negative) association, 
they are not exceptionally high. It must be remembered, however, that the 
income groups are fairly broad—not less than £200 each—and there is still 
likely to be some positive correlation within them between saving and durable 
expenditure, arising from variation of income within the groups. In the 
column of regression coefficients, little attention need be paid to the excep- 
tionally large coefficient for the lowest income group, which is probably due 
to special causes; but amongst the remainder we find, by an interesting 
coincidence, that two have the same value, —o.83, and two others are very 
similar. Judging by this evidence, it seems fair to conclude that, at any given 
level of income, an increase in expenditure on durable goods causes, on the 
average, a diminution of saving by at least four-fifths of the value of the 
extra durable goods purchased.' 


Unusual Expenses 
Finally, we consider the hypothesis that ‘unusual’ expenses affect 


2 A multivariate analysis of the relation between saving, income and durable expendi- 
ture suggests that saving is reduced by the full amount of additional expenditure on durable 


goods 
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saving. Everything clearly depends here on what is meant by ‘ unusual ’. 
The question, whose text is given in the note to Table 77, leaves this problem 
to be settled by the respondent according to his own interpretation of ‘ unusual 
or extra heavy expenses ’. Some people did in fact mention certain expenses, 
such as those caused by rising prices, which we decided not to treat as 
‘ unusual ’, because they are not, in general, specific to individuals but affect 
everyone. The other expenses mentioned fall roughly into three groups : 
firstly, household and housing expenses, such as furnishing or moving house 
or doing repairs; secondly, illnesses and births, which sometimes disrupt the 
family life, and entail expenditure on home helps and on the purchase of 
various items ranging from new teeth to baby napkins; thirdly, all other 
specific expenses, including weddings, funerals and holidays. 

From the analysis shown in Table 77 it is clear that the proportion of 
dissavers is much larger amongst those income units who mentioned specific 
unusual or extra heavy expenses than amongst others. Household expenses 
and the miscellaneous group seem to have a particularly important effect on 
saving, while illnesses and births are of lesser importance. There is an overlap 
between this question and that which deals with durable expenditures and it 
would be useful to be able to make a closer analysis of the effect of the non- 
durable expenditures separately; but the data, as compiled, do not admit of 
any further probing. As a further qualification, it must be admitted that the 
question was phrased in a biased manner: ‘ unusual and extra heavy’ 
expenditures were asked for, but not ‘ extra light ’ expenditures. It may well 
be that people whose expenses are suddenly reduced become heavy savers. 
The only conclusion that can be drawn, therefore, is that there are almost 
certainly some types of unusual expenditure, in addition to the purchase of 
durable goods, which cause a sharp drop in saving during the period in which 
they occur. 


CONCLUSION 


Personal saving is a variable and elusive quantity which, though moving 
in a fairly stable path for large groups, exhibits sharp fluctuations from one 
individual to another. Some of these fluctuations can be explained by peculi- 
arities of individual experience, such as, exceptionally large changes in 
income, the receipt of a windfall, or unusual expenditures on durable goods 
or for other purposes. Others may be explained by a combination of circum- 
stances, as in the case of newly-married couples who receive windfalls 
(wedding presents) and spend those, as well as their own accumulated 
savings, on buying durable goods and in meeting other unusual expenses. 
Particular experiences may affect different types of people in different ways : 
for example, it seems that windfalls received by managers usually cause 
additional spending, while it is possible that some other groups—the self- 
employed or the retired—do not react in quite the same way. Similarly, 
amongst people with large stocks of liquid assets we may distinguish some 
whose incomes are very low, or have recently fallen, and others whose 
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incomes are high. 'I‘hese two groups show different saving propensities, the 
low income people using their stock of liquid assets as a reserve out of which 
to finance current expenditure and the high income people on the whole 
adding to their stock. 

In addition, as was shown in the first part of this paper, there are some 
groups whose average level of saving is higher in relation to their incomes 
than others: in particular, the self-employed plough back a large proportion 
of their incomes into their businesses, and mortgagors are committed to 
heavy contractual saving in repayment of their mortgage debt. 

A complete explanation of saving behaviour must try to take account of 
as many of these different influences as can be shown to be independently 
important. But the fundamental determinant of saving is clearly the level of 
income. 


H. F. LYpDALt. 
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The INSTABILITY of STERLING COMMODITY PRICES 


The very violent movements in the prices of primary products since 1949 
have quite properly received a great deal of attention, but little quantitative 
investigation has been carried out into the relative movements of commodity 
prices. The dimensions of the oscillation of commodity prices in general 
have tended, in particular, to distract attention from the very different 
progress of the prices of commodities which are produced and exported 
predominantly by the sterling area and those which are predominantly dollar 
exports. The importance of this division will be immediately apparent; on it 
rests to a very great degree the notion of the sterling area’s terms of trade 
vis-a-vis the dollar area. This article is an attempt to investigate the relative 
price movements of sterling and dollar commodities, and to discuss the most 
striking outcome of such an investigation—the vastly greater instability of 
sterling commodity prices, as compared with the prices of dollar commodities, 
in the years following the war. 

The first stage of such an enquiry is obviously the construction of index 
numbers which measure with reasonable accuracy the price movements of 
the two heterogeneous groups of commodities discussed here under the titles 
of sterling and dollar commodities. Price series for fourteen major commodi- 
ties were therefore employed to construct two index numbers. Seven were 
used to form an index of sterling commodity prices and the remainder a 
dollar commodity price index; a general index of commodity prices as a whole 
was constructed, of course, by combining these two index numbers. The 
commodities included are listed in Table I ; the allocation of each commodity 
to the sterling or dollar area was based on the sources of the greater part of 
world production. This allocation was simple enough in the majority of 
cases, but a small number of commodities were excluded from the indices, 
however, on the ground that they could not be unambiguously credited to 
either area—for example, oil and sugar, of which both the sterling and dollar 
areas are major producers. 

Since the fourteen commodities are quite obviously far from equal in 
importance, their prices were weighted in accordance with the value of world 
trade in each commodity during 1949; the system of weights is shown in 
Table I. An arithmetic mean was used in the interests of simplicity. Obtain- 
ing representative prices for these commodities is a difficult matter, and it 
was thought best to employ the price series given in the various publications 
of international organisations quoted at the foot of Table I; in every case, 
however, a sterling price was used for commodities included in the sterling 
index anda dollar price for those included in the dollar index. The prices 
chosen were in general the f.o.b. prices in the principal export markets, or, 
where the trade in particular commodities is principally transacted through 
one of the main commodity exchanges, the price in such markets.’ 


1¥For example: zinc, Prime Western f.o.b. New York; wheat, No. 2, Hard Winter: 
Kansas City ; is pig desilverised f.o.b. New York ; rubber, No. 1, RSS. London ; jute: 
middle Narayanganj, Pakistan ; coffee, Santos No. 4 in Santos, Brazil. 
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TaBLeE I 
World Production and Trade in Primary Products, 1948-1949 


World Production* Werghts 
World 
Commodities Sterling Dollar Trade For For 
Avea Area 1949 general separate 
Oe Sits $ million? index indices 
(1) (2) (3) (4) (5) (6) 
Sterling Commodities 
Tea got abe e 62 — 674 5 13 
Rubber so sms tee 59 — 642 7 17 
Jute es coe Oe: 99 a 160 2 4 
Wool ae re sis 49 9 1,231 13 33 
Hides® ee ae Ace 40 10 2264 2 6 
Tin ow. ee pre 48 24 437 4 12 
Cocoa oe jie an 54 14 556 6 15 
Dollar Commodities 

Tobacco one 38: oe 14 32 427 4 7 
Wheat ne Bc ie 10 25 2,526 25 41 
Cotton tae aes se 11 54 1,483 15 24 
Zinc aa ss ek 3 65 955 1 2 
Lead ... Ses Sip cies 16 52 1105 ul Zz 
Copper Soe fe ap: 12 48 679 7 11 
8 13 


Coftee® es Le te 6 88 792 


Sources: Annual Review of International Commodity Problems, United Nations. Stéatis- 
tical Yearbook, United Nations. Yearbook of International Trade Statistics, United Nations. 
Direction of International Trade, United Nations. Commodity Trade Statistics, United 
Nations. Yearbook of Food and Agricultural Statistics, F.A.O., United Nations. Statistical 
Abstract of the United States, U.S. Department of Commerce. Minerals Yearbook, U.S. 
Department of the Interior. Yearbook of Agricultural Statistics, U.S. Department of Agri- 
culture. The Sterling Area, an American Analysis, E.C.A., 1951. 

1 Allocation of production to the sterling and dollar areas has been based on United Kingdom 
exchange control regulations. The sterling area includes all countries in the Transferable 
Accounts group, while the dollar area comprises countries with Amer ican and Bilateral 
Accounts. While this cannot be said to be a perfect arrangement,from the point of view 
of the sterling area balance of payments, it is probably as good as any other. 

_? Estimates compiled from volume figures multiplied by the appropriate 1949 world 
prices. 

3 Production figures based on U.S. imports from sterling and dollar areas. 
¢ Trade in 1951 adjusted for price changes. 

5 Based on major world traders only. 

6 Production figures include Brazil in the dollar area. 


The general movements in the three indices are shown in Table II; 
monthly figures for the years 1949 to 1952 are shown in the chart opposite 
and in the appendix. The year 1949 has been taken as the base on the ground 
that the special abnormalities associated with post-war reconstruction 
continued until 1948, the year in which European production in general 
regained pre-war levels. ‘The general index, which was calculated by giving 
the fourteen price series the weights shown in col. 5 of Table I, records the 
familiar oscillations in world commodity markets especially during 1950 and 
1951; its movements are, naturally enough, similar to those of the various 
commodity indices already published. ‘The problem to which this article is 
addressed is posed by the movements in the constituent indices; the contrast 
between the sterling and dollar indices is so great as to require little comment. 
Between June of 1949 and February of 1951 the index of the prices of sterling 
commodities rose 231 points, while the dollar commodity index rose no more 
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than 36; between February and August of 1951 the sterling index fell 136 
points while the dollar index fell only 10 points. The instabikity of commodity 
prices in recent years, in other words, has been almost wholiy an instability 
of the prices of sterling commodities. 


TABLE II 
Indices of Primary Product Prices, 1938-1952 
(1949 = 100) 
Year All Sterling Dollar 
Commodities Commodities Commodities 
1938 a we oe ge 34 33 35 
1947 nee oan nee ee 96 87 102 
1948 Ree see ae _ 104 100 106 
1949 June sae ae ae 91 88 93 
December ... Xs nee 110 113 108 
1950 June Aer ae a 123 142 111 
December ... ae ea 170 241 126 
1951 June ane = aon 154 196 128 
December ... noe bee 148 186 130 
1952 June Shc Sor nate 133 151 122 


December ... bec Axe 135 162 118 


Note. See Appendix, Table A, for full series and sources. 


II. 


It is natural to begin by investigating the relative movements of these 
commodities in pre-war years. Is this tremendous divergence essentially 
a post-war characteristic, or is it an old feature of commoditity prices? A 
fairly definite answer to this question is possible with the aid of a recent 
United Nations publication! which throws a good deal of light on the matter. 
The figures given ‘n Table III show the relative instability of the prices of 
the various commodities during both the whole of the past half-century and 
the period 1946-50, measuring instability by the percentage fluctuation 
between the average prices of consecutive years. ‘lhe story which these 
figures tell is very clear, and confirms the findings of the indices now presented 
here. Over the past fifty years as a whole, the variability of sterling commodity 
prices has been virtually identical with that of dollar commodity prices—the 
unweighted averages are 14.0 per cent compared with 14.8 per cent, while 
employing the system of weights used in ‘Table 1, the weighted averages are 
14.5 per cent compared with 14.2 per cent. ‘The experience of the post-war 
years has been quite different; here the variability is very substantially 
divergent—22.3 per cent compared with 15.9 per cent without weighting the | 
individual commodities, and 22.3 per cent compared with 10.0 per cent 
when weighting is carried out. It is obvious that, by and large, the fluctua- 
tions in commodity prices during the first 45 years of this century have been 
shared more or less equally by sterling and dollar commodities; in the post- 
war years this ceased to be true. It is clear enough that the instability of 


Instability in export markets of under-developed countries, Uni Nati Departm 
of Economic Affairs, New York, September 1952. rt tee ees sr 
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sterling commodities relative to dollar commodities is a post-war phenomenon, 
calling for explanation in terms of post-war factors. 


TaBLeE III 
Year-to-Year Fluctuations in Primary Product Prices, 1901-19501 


Unweighted Weighted? 
71901-1950 7946-50 7901-1950 1946-50 
% % % Yo 
(1) (2) (3) (4) (5) 
Sterling Commodities 
Tea Rad 7.1 14.3 92 186 
Rubber .. 20.6 115 350 196 
Jute 15.0 25.3 60 101 
Wool 14.2 PANT 469 716 
Hides ab rs) 18.9 68 113 
Tin 13:3 15.4 160 185 
Cocoa oe 16.7 48.9 251 734 
Average ae 74.0 Zoe 14.5 P| 
Dollar Commoditie 
Tobacco aS Be. A 18.4 1.0 129 7 
Wheat ... Bae ids te OA!) 9.8 488 40 
Cotton ... wes ses = 15.4 18.0 370 432 
Zinc sid a Bor on 13.6 221 27 44 
ead *-- ais oe SOc 13.4 25:3 27 51 
Copper <A be: ae 13.8 175 152 193 
Coffee, ois. a ie ao 17.2 17.6 224 229 
Average ois sisie as 14.8 15.9 74.2 70.0 


Source: Instability of export markets in under-developed countries, United Nations 
Department of Economic Affairs, September 1952. 

1 Average fluctuation per year. 

2 Weights as used in Table 1, co! 6. 


What, then, are the factors underlying the meteoric movements in sterling 
commodities ? Why did these factors leave dollar commodities relatively 
unmoved ? A possible explanation is that the production of dollar commodi- 
ties was more responsive to price changes than that of sterling commodities, 
the resultant rise in output checking the rise in prices. Table IV has been 
constructed in order to test this hypothesis. 

It is, of course, a very rough and ready test, but the evidence provided by 
the production figures does not support the argument. Taken as a whole, 
the production of dollar commodities rose proportionately Jess than that of 
sterling commodities in 1950, the year following a great upward movement 
in prices—the production of sterling commodities rose g per cent while that 
of dollar commodities rose only 3 per cent. This does not necessarily mean, 
of course, that the productive system of the dollar world is less responsive 
than that of the sterling area, since the price stimulus being applied to the 
former was considerably smaller than that applied to the latter. But it does 
mean that the evidence will not support any hypothesis which explains the 


1 This is at best only a very crude approximation to the technical concept of elasticity of 
supply, since it is well-known that in the real world price changes are by no means the only 
stimulus which can cause the reflex of output adjustment—other obvious factors in the 
present context are government policies with regard to acreage, and the vicissitudes of the 
weather. 
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TABLE IV 
Indices of World Production of Primary Products 1948-51 
(1949 = 100) 

er 1948 1949 1950 71951 
(7) (2) (3) (4) (5) 
Se qi ea aad Liber 93 100 107 120 
Rubber ... roe sty afore 102 100 119 125 
Jute oe is aes wae 116 100 120 170 
Wodkoers. State tea ae oh 98 100 10. dpccdeenage Os 

i ae aie N.A. N.A. N.A. N.A. 
ae ee ee 400 toe 102 
(OCOaN. pet whe a an 100 100 103 90 
Average aise ba Jaa 707 700 108 718 
Dollar Commoditie 3 
Tobacco ide ee ie 104 100 101 105 
Wheat ... ie ey sat 103 100 102 105 
Cotton ... ade Be ah 92 100 85 107 
Zinc cea = ae a 97 100 110 119 
Lead SG & xe Sf 93 100 107 107 
Copper aie wa vie 105 100 113 , 120 
Coffee... oa sas ast 98 100 100 119 
Average ate Jus a 99 700 103 7112 


Sources: Yearbook of Food and Agricultural Statistics, F.A.O. Statistical Yearhook, 
United Nations. Review of International Commodity Problems, United Nations. 


relative instability of sterling commodity prices simply in terms of the greater 
elasticity of supply of the producers in the dollar area. There are, of course, 
one or two exceptions to this; the output of wool, for example, rose less in 
1950 than did the output of all dollar commodities taken as a whole while the 
output of copper rose in 1950 to a greater extent than that of sterling com- 
modities taken as a whole. But for overall world production, and in general 
for representative producers in both sterling and dollar areas,! the output of 
all the commodities involved in the present discussion—with the single 
exception of cotton’—rose in 1950, but that of sterling commodities rose 
more than that of dollar commodities. In other words, assuming that there 
had been an equal upward shift in the demand for both, output changes 
taken by themselves would have tended in 1950 to make the change in prices 
of dollar commodities greater than that of sterling commodities. 


Ill 


Having failed to obtain an explanation from the supply factors it is 
natural to examine changes in demand in the search for the answer to the 
problem. ‘The commodities involved are internationally-traded commodities, 
and imports represent a major element in the overall demand for them. Care 
is necesssary in dealing with fluctuations in demand, however, since every 
change in consumption is capable of two analytically different interpretations 
—a movement along and a complete shift of the demand curve—and it is 
not usually possible from time series data to distinguish between the two. ‘The 


} See details in appendix, Table B. 


*? The ouput of which fell by some 15 per cent largely as a result of the acreage policy of 
the United States government. + y 
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former concept implies some measurement of demand elasticity, and in this 
connection, when dealing with primary products, one has to watch out for the 
perverse demand curve—i.e. for a type of demand featured by a rise in con- 
sumption caused by a rise in price, as contrasted with the normal demand 
curve where a rise in price reduces consumption. Certain primary products, 
especially foodstuffs, may well possess this type of demand; a rise in their 
prices causes such a significant reduction in the real income of their con- 
sumers that the latter are forced to reduce their consumption of relative 
luxuries, filling the gap left by this reduction by consuming more of the 
coarser but more necessary primary produce. Taking the primary products 
as a whole, therefore, it would not necessarily be astonishing if a rise in prices 
were followed by an increase in consumption, and one could regard demand 
as more responsive, and more conducive to equilibrium in the markets, if 
consumption merely rose less for one group of commodities than for another; 
there might be no absolute decrease in the consumption of either. On the 
other hand, faced with a time series in which price and consumption are 
positively correlated, the alternative explanation of an upward (downward) 
shift in the whole demand curve causing a rise (fall) in price must also be 
considered; and it is probable that exogenous factors will have to be called 
into play in each case in order to determine its particular explanation. The 
path of investigation is therefore a peculiarly treacherous one, and the bare 
statistics have to be interpreted with a great deal of judgement. Again 
concentrating on 1950 when the rise in commodity prices had been very 
marked, and some reactions on international demand might be expected, some 
relevant statistics have been assembled in ‘Table V which show the change in 
the imports into the United Kingdom and the United States during 1950. 
The data lend a certain amount of support a priori to the view that the 
explanation of the greater instability of sterling prices is to be found partly 
in demand movements. The United States, on average, increased its demand 
for sterling commodities in 1950 by 28 per cent, compared with a rise of 29 
per cent in its demand for dollar area commodities. The United Kingdom’s 
demand, on the other hand, was very much more stable, since its demand for 
sterling area commodities was unchanged as between 1949 and 1950 and its 
demand for dollar commodities actually fell 7 per cent. 

This a priori conclusion, however, omits a consideration of factors which 
in fact emphasise the point at issue. The average imports discussed in the 
preceding paragraph, 7.e. those shown in columns 2 and 3 of ‘Table V, are 
arrived at without making any allowance for the varying importance of the 
several commodities in the bundle of imports purchased by the United 
Kingdom and the United States. But in fact there are very great variations 
in the importance of the two economies in trade in the individual commodities, 
and allowance has to be made for this fact before any accurate picture is 
obtained of the fluctuations in demand for the different commodities. ‘This 
is not easily done, but an attempt is made in Table V to construct a weighted 
index of the volume of imports in 1950. From statistics of the imports of the 
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separate commodities in 1949 by the United Kingdom and the United States 
the share enjoyed by each in total world trade in the several commodities 
may be calculated.! In columns 5 and 6 of ‘l'able V these shares are expressed 
as ratios, and these relative shares in world imports can be used as weights 
in attempting to assess the importance to each country of changes in the 
volume of imports in 1950. Since the relative shares of the two countries in 
the import of tea, for example, were in the ratio of 88 to 12, the change in 
imports in each country in 1950 can be given a weight of 88 and 12 respec- 
tively, making a rough correction for the different importance of the two 
countries as buyers of tea. In the case of cocoa, on the other hand, the 
American share in total imports of which was very much greater in 1949 
than the British share, the change in imports can be given a weight of 18 
for the United Kingdom and one of 82 for the United States, reflecting the 
ratio of the shares of the two countries in total trade in cocoa. 

With the aid of this system of weights it is possible to re-calculate the 
changes in imports previously referred to with an allowance for the shares 
of the two countries in the total world trade in each commodity. This is done 
in columns 7-9 of Table V, the final outcome being a weighted index of 
imports of each commodity in 1950 as compared with 1949. This results in a 
more striking—but also more accurate—impression of what exactly happened 
to imports of the two main groups of primary products in 1950. Allowing for 
the varying degrees of importance of the various commodities to the two 
countries, it is seen that while imports of sterling commodities rose, on balance, 
by g per cent in 1950, imports of dollar commodities on balance actually fell 
by 2 per cent. Even this understates the shift in demand, since no allowance 
is made in the weighting—which is based on 1949 imports—for the change in 
relative shares of world imports which were actually brought about by the 
changes in imports in 1950. This is particularly the case with wool, the 
changes in imports of which are weighted according to the relative shares in 
total imports of the United Kingdom and the United States in 1949. In that 
year, the ratio between the imports of the two countries was, in round figures, 
about three to one. 1949, however, was a year of abnormally low United 
States imports of wool. Imports in both 1948 and 1950 were about 70 per 
cent higher, transforming the ratio between the imports of the two countries 
to one of approximately seven to five. In other words, the use of either 1948 
or 1950 weights rather than 1949 weights would enormously increase the 
stress given to the very large increase in American wool imports, and would 
therefore raise the weighted average of imports of sterling commodities signi- 
ficantly above the figure of 109 shown inTable V. 

The upshot of this rather involved discussion of import figures is, there- 
fore, that while the demand for dollar commodities remained relatively stable, 
and was, if anything, negatively correlated with price, the demand for sterling 
commodities in 1950 was clearly unstable and was positively correlated with 
price. Whether this result was more due to a positive elasticity of demand for 

* These calculations are shown in the appendix, Table D. 
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TABLE V 
Uk. and U.S. Imports, 1949-50 
World Imports Ratio of Shares Weighted : 
Pyro- 1950 in World if ah aaclese: 
duction | (1949 = 100) Trade* 1950 Imports 
1950 Wk. abe. U.K. Wese U.K. U.S. 1950 
(1949 = 3X5) (4X6) | (7) 4 (8) 
700) 700 ) ( va) 
(7) (2) (3) (4) (5) (6) (7) (8) (9) 
Sterling 
Commodities 
Tea a! 107 78 114 88 12 68.6 13.7 2 
Rubber ... 119 136 122 23 77 31.3 93.9 125 
Jute es 120 118 126 47 43 55.5 54.2 110 
Wool... 101 86 172 74 26 63.6 44.7 108 
Hides we: N.A. 97 115 48 52 46.6 59.8 106 
Tin ree 104 99 141 27 73 26.7 102.9 130 
Gocoaz # £... 103 89 105 18 32 16.0 86.1 102 
Average ... 109 700 128 709 
Dollar 
Commodities 
Tobacco 101 102 103 78 22 79.6 BAL 102 
Wheat ... 102 69 197 95 5 65.6 9.9 76 
Cotton ac: 85 98 168 83 by. 81.3 28.6 110 
Zinc “sis 110 99 125 56 44 55.4 55.0 110 
Lead iss 107 92 131 59 41 54.3 53n/, 108 
Copper 113 102 95 3 62 38.8 58.9 98 
Coffee... 100 91 &3 4 96 3.6 79.7 8&3 
Average ... 103 93 129 98 


Sources : Based on statistics given in the sources quoted for Table I. 
ie Eger on 1949 figures. See the appendix (Table D) for detailed computation of these 
sterling and a negative one for dollar commodities, or to a much greater 
upward shift in the demand curve for the former, it is not possible at this 
stage, finally to determine. For reasons to be put forward later, however, 
there are strong grounds for believing that the primary cause of the relatively 
greater sterling price instability was the greater upward shift in the demand 
for these products, although the low, or even positive, elasticity of the shifting 
curve may well have acted as a secondary and aggravating influence. Without 
very much doubt, however, these demand fluctuations provide one valuable 
clue to the greater volatility of sterling commodity prices. 

Another important influence at work may be brought out as a result of 
this discussion of the movement of imports in 1950. For convenience, the 
production indices shown in Table 1V have been repeated in column 2 of 
Table V, where they may be compared with the movement of imports. If 
the changes in the import demand for each commodity is set against the 
change in the output of that commodity, some indication is given of the 
current ‘ inflationary gap ’—if yet another verbal blow may be struck at that 
wretchedly over-worked expression.1 If one considers the commodities 
imported into the United States, it is seen that in the case of every sterling 


1 This is no more than a first approximation, since in the United States some part of any 
increase in demand may be met from home production. In so far as the United States 
produces proportionately more dollar than sterling commodities, the inflationary gap so 
defined will be pro tanto the greater. 
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commodity, the import demand rose by an amount greater than the increase 
in world production of those commodities—many extra dollars were busily 
chasing not-so-many extra sterling commodities. Of seven dollar commodities, 
however, the rise in imports exceeded the rise in production in the case of only 
five; and of these five, three were imported by the United States on only a 
negligible scale! In the case of only two important dollar commodities, 
therefore—zinc and lead—was the increase in United States imports in 1950 
in excess of the rise in world production. Contrast this with the imports of 
the United Kingdom. The rise in these in 1950 was greater than the rise in 
production in the cases of only two of the fourteen commodities—one dollar 
commodity, cotton, and one sterling commodity, rubber. The pressure on 
prices exerted by the United States in 1950—primarily, of course, on sterling 
commodities—was therefore considerably greater than the pressure exerted 
by the United Kingdom on either sterling or dollar commodities. Taking the 
weighted average of the total imports of both the United Kingdom and the 
United States in 1950, it is found that the change in imports exceeded the 
change in production for each of the three most important sterling commodi- 
ties—rubber, tin and wool—while both production and imports rose by 
about the same amount in the case of a fourth sterling commodity, cocoa. 
For dollar commodities, on the other hand, the combined imports of the two 
countries rose by an amount greater than the change in production in the case 
of only one commodity, cotton, the changes being about equal in the case of 
two others, tobacco and zinc. 

Put briefly, therefore, the evidence bears out the view that in 1950 the 
demand on the part of the United States for imports proved to be very much 
greater relative to the supply of those imports than was the case with the 
commodities imported by the United Kingdom; as a result, the commodities 
which displayed the greatest instability of price were those for which the 
United States is the major buyer. The 1950 rush to accumulate strategic 
reserves of the main commodities included in the present index—especially 
rubber, tin, wool, cotton, lead, zinc and copper—originated with govern- 
ments and their buying agents. This, in turn, generated expectations amongst 
private consumers of imminent scarcity in these commodities, and a further 
demand pressure arose. The impact of this on sterling commodities was 
much greater than on dollar commodities for two main reasons. Firstly, as 
already mentioned, the sterling commodities involved were of relatively 
greater importance in the whole sterling group than the dollar commodities 
involved were in the whole dollar commodity group. The second reason is 
perhaps more fundamental. This is that the demand for dollar commodities 
exercised by the non-dollar world is at all times subject to the familiar and 
over-riding consideration of the dollar shortage; in fact, the United Kingdom’s 
demand has been directly limited, for this reason, by quantitative import 
controls. The demand for sterling commodities has been very much less 


1 [.e., tobacco, wheat and cotton, imports of which were only 9, 1 spec- 
tively of world trade in 1949. i Y iat Aig ned 
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restrained by this sort of consideration; the vast export surplus of the dollar 
world, the availability of large sterling balances which have been to some 
extent an unwanted asset to certain holders, and the general softness of 
sterling in the post-war monetary structure have together ensured that 
currency considerations have been relatively minor in connection with the 
demand for sterling commodities. 


IV 


The explanation of the absence of the relative instability of sterling com- 
modity prices before the war (relative, that is, to the prices of dollar commo- 
dities), follows more or less directly from these considerations, ‘That is, the 
dollar shortage existed, if at all, to only a minor degree, while sterling was 
regarded as being as good a currency as any other; both facts follow logically, 
of course, both from the absence of the structural distortions originated or 
aggravated by the war, and from the tendency amongst pre-war governments 
of attach greater priority to balance of payments considerations in comparison 
with the state of internal employment. But there are two further important 
reasons for the closer pre-war movements in prices of the two groups of 
commodities. In the first place, the 1920’s and the 1930’s were an open 
season for both private and official commodity-stabilisation schemes, and this 
was true more especially of sterling commodities. During the post-war years, 
by contrast, virtually the only significant stabilisation schemes amongst the 
sterling group have been those for the relatively less important commodities, 
tea and jute; amongst the dollar commodities, however, such a scheme has 
been conducted on an international level for the vitally important item of 
wheat, while the United States government has exercised a not inconsiderable 
influence over the production of cotton and tobacco. Hence, an important 
factor stabilising sterling commodity prices before the war has been largely 
absent since the war, while dollar commodity prices have been made less 
volatile since the war by a factor which was previously of little significance. 

The second additional factor in the post-war years is almost certainly of 
more fundamental significance. This is the vastly increased importance of the 
United States as an importer of primary products in general, which clearly 
implies that any given degree of instability in American import demands has 
had in the post-war world a distinctly greater impact on commodity prices 
than would have been the case before the war. This change arises mainly 
from the fact that the productive capacity of the United States has grown at a 
greater rate than its supply of raw materials, a fact which exercised the minds 
of the expert committee set up in 1951 to advise President Truman on 
America’s future raw materials policy. The Committee point out that 
whereas in 1900 the United States produced 15 per cent more raw materials 
than it consumed, by 1950 its consumption of primary products had out- 
stripped its own production by 10 per cent.! Some indication of the extent of 


1See Resources for freedom. Volume I, Foundations for growth and security. A report to 
the President by the President’s Materials Policy Commission, Washington, June 1952. 
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this change is given by the statistics presented in Table VI. Of the fourteen 
commodities included in the price index discussed earlier, details are available 
permitting a comparison in seven cases of the change in the pre-war and post- 
war share of the United States in world trade. It will be seen that in only one 
case—jute, among the least important commodities in the group—has the 
United States share of total imports declined since before the war. In the 
case of three, tin, wool and coffee, the increase has been very large indeed. 
Wool is a particularly interesting case, since it is one of the commodities in 


TaBLE VI 
U.S. Share in World Imports, 1938 and 1948 


Commodity 1938 1948 
Ve % 
Tea oe = ia 9 11 
Rubber 535 was 38 51 
Jute aoe S56 a 9 5 
Wool was S35 mee 5 31 
Cocoa sna: sas nats 37 43 
Tin wae a. ae 40 60 


Coffee, ..:. aoe a 49 54 


Sources: The Network of World Trade, League of Nations. International Financial 
Statistics, 1.M.F. Yearbook of Food and Agricultural Statistics, F.A.O. 


which American dependence on imports has increased most. Here the cause 
of the increased American share in world trade has not been primarily the 
relatively more rapid growth of production than of raw material supply but 
rather an absolute decline in home-produced wool, and thus a reversal in the 
relative shares in American wool supplies represented by domestic production 
on the one hand and imports on the other. Between 1937 and 1948, for 
example, total United States consumption of wool rose slightly from 335 to 
351 thousand metric tons. But whereas in 1937 domestic production accounted 
for nearly two-thirds of this total (202 thousand) and imports slightly more 
than one-third (133 thousand), in 1948 the positions had been reversed, 
domestic production (134 thousand) providing a little over one-third of the 
total and imports (217 thousand) nearly two-thirds. By 1950, indeed, the 
shift had proceeded further, and imports (212 thousand) amounted to more 
than 1937 production, even though total consumption was virtually un- 
altered.2, Any change in the United States demand for commodities, there- 
fore, now possesses a very much greater significance for commodity price 
levels and the quantities involved in international trade in primary products. 

In these considerations, of course, lies the answer to the problem of 
whether this greater instability of sterling commodity prices is likely to 
continue into the future. ‘I'he answer is positive or negative according as to 
whether the three main causes—the dollar shortage, the relatively less coverage 
of post-war stabilisation schemes in sterling commodities and the greater, 


* Based on statistics given in United Nations Statistical Yearbouk and F.A.O. Yearbook 
of Food and Agricultural Statistics. 
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share of the United States in commodity trade—continue or cease to feature 
in the international economic scene. The answer will be given, therefore, 
by the prophet rather than the economist. But the economist would probably 
give three hot tips to the prophet commissioned for the task—firstly, that the 
dollar shortage must sooner or later be solved; secondly, that stabilisation 
schemes are notoriously longer-lived in depression conditions than in pros- 
perity ;* and, third, that the continued and, indeed, increased participation of 
the United States in the consumption of non-dollar products is one essential 
requirement for the restoration of sense and solvency in the western economic 
world. 

Finally, how much does all this matter for the sterling area? The mere 
enunciation of that question is an invitation to a treatise of several volumes, 
but two important points may be indicated. The first is this. Instability 
is a feature not only of commodity prices but also of the quantities of those 
commodities entering into world trade. This examination has been concerned 
only with commodity prices, but in fact the volume of primary products 
traded internationally has outshone prices in its volatility. This means, of 
course, that the total revenue derived by producers of primary products has 
varied to a greater extent than prices, and even to a greater extent than prices 
or volumes taken separately. Between 1923 and 1939, for example, the 
imports of the United States from the rest of the world varied from year to 
year, on average, by 8 per cent in price but by nearly 16 per cent in total 
value—1z.e. price multiplied by volume. The same country’s imports from the 
overseas sterling area, however, which consist very largely of primary products 
varied on average by 18 per cent in price but by no less than 29 per cent in 
total value.2 Changes in the volume of trade have therefore accentuated, 
rather than offset, changes in price. 

The second point is that the United Kingdom and the United States do 
not, in general, obtain their raw materials from the same sources; the United 
Kingdom demand is concentrated primarily on the sterling area, while the 
United States demand is focussed mainly on Latin America and what may 
be called the outer dollar area. To the extent that Britain’s demand for 
commodities is less unstable than the American demand, therefore, the outer 
sterling area might conceivably suffer some loss of stability of export revenue 
by selling commodities to the United States rather than to Britain. It does 
not follow, of course, that the sterling area should therefore cease its efforts to 
expand its sales to the dollar area, if necessary at the expense of other markets. 
It could be argued that some concerted attempt should be made to reduce 
the fluctuations in United States imports or, at least, that provision for greater 

1 Witness the crumbling of the wheat stabilisation scheme, and the recent decision 
to shelve the plan for an international buffer-stock scheme in rubber. 


2 Statistics taken from Instability in export markets of under-developed countries. United 
Nations, 1952. 

3 U.S. imports from the sterling area in 1949-50 of wool, rubber and cocoa, for example, 
were respectively 46 per cent, 53 per cent and 48 per cent of total U.S. imports. The com- 
parable figures for the United Kingdom were 94 per cent, 91 per cent and 77 per cent. 
(See The sterling area, an American analysis, E.C.A., 1951). 
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fluctuations in the export proceeds of sterling area primary producers should 
be made to meet it. Such provision might take the form of adequate reserves, 
or of some degree of restraint from, on the one hand, extravagance when the 
commodity sun is shining and, on the other, from counsels of despair during 
the less exhilarating phases of the cycle. 

But the implications are fairly clear. So long as the factors advanced as 
the main causes of the relatively greater price fluctuations of sterling com- 
modities continue to operate, the sterling area’s external accounts will almost 
inevitably present the instability which has dominated recent years. This 
fact is of fundamental importance to the economic policy of the sterling area 
asa whole. It implies a necessity for considering sympathetically any proposals 
which hold out some reasonable hope of reducing the violence of commodity 
price-movements; the sterling area has more to gain from such schemes 
than the majority of world trading groups. It implies an acceptance by all the 
members of the sterling area of the necessity to base policy upon longer-term 
considerations than the annual oscillations of the international commodity 
markets. It emphasises once again the importance of a level of foreign ex- 
change reserves in the sterling area commensurate not only with the inflated 
values of current international trade, as compared with pre-war, but also 
with this increased relative instability of the prices of sterling commodities 
which this article has sought to analyse. 

C. D. Harsury. 
EpwarD NEVIN. 
University College of Wales, 
Aberystwyth. 
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STATISTICAL APPENDIX 


TABLE A 
Indices of Commodity Prices, 1938-1952 
(Average 1949 = 100) 


All Sterling Dollar All Sterling Dollar 
commodti- | commodt- | commodi- commodi- | commodi- | commodi- 
ties lies ties ties ties ties 
1938 ae 34 33 35 19515] .- 188 286 128 
1947 sae 96 87 102 te eae 201 319 129 
1948 ne 104 100 106 Wi 3 198 ail? 126 
1949 << 100 100 100 Avs 179 266 126 
MS 165 225) 128 
ree 154 197 128 
1949 J 103 101 105 Air 150 193 124 
Ye. 100 101 100 Ae 144 183 119 
M. 102 101 103 Sa 147 187 122 
isa 99 99 99 ON 154 203 124 
M . 97 95 98 Nie 154 191 130 
dl ee 91 88 93 De 148 186 130 
‘oe 95 91 96 
AM 94 93 95 
Cue 96 96 97 
(010% 101 106 99 19527 lee 148 175 ath 
N . 107 105 108 iQ 144 168 129 
D. 110 113 108 M . 138 152 129 
| Ans 138 154 128 
M. 134 150 124 
1950 J . AS 124 107 Jee 133 151 122 
Ee; 114 126 107 + 132 155 118 
Lie 112 224 107 vrs 134 155 121 
oe 117 130 110 Syne 133 151 122 
M £23 140 113 OFF 134 156 121 
i 123 142 111 Nes. 136 160 121 
J 134 160 118 Dis 135 162 118 
A 147 192 119 
S 154 206 123 
Oo 157 217 121 
N 169 246 123 
D 170 241 126 


Sources: Price series used in the computation of these indices were taken from the 
monthly issues of : Food and Agricultural Statistics, F.A.O. Agricultural Economic Statistics, 
F.A.O. Monthly Bulletin of Statistics, United Nations. International Financial Statistics, 
EMF. 
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Indices of Production of Primary Products in Selected Countries, 1948-1951 


Tea 
Rubber... 
Tite A 
Wool 
Hides 

Tin 
Cocoa 


Dollar Conmodities 
Tobacco 
Wheat ... 
Cotton 
Zinc 
Lead 
Copper ... 
Coffee 


Sterling Commodities 
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TABLE B 
(1949 = 7100) 

Country 1948 
India 98 
Ceylon 98 
Malaya nt eee | 04 
Ceylon is oe aa 107 
India and Pakista1 wo 117 
Australia... ee ats 90 
New Zealand 93 
Malaya 80 
Australia 100 
Gold Coast 102 
Nigeria 106 
United States 100 
Canada Le 90 
United States 115 
Canada i 104 
United States 92 
Brazil tes 113 
United States 97 
Canada aa 95 
United States 94 
Canada ae 110 
United States 108 
Canada 96 
Mexico 90 
Brazil 97 


Sources: As for Table I. 


Production 
1949 1950 
100 104 
100 102 
100 103 
100 126 
100 120 
100 104 
100 100 
100 105 
100 136 
100 98 
100 117 
100 103 
100 87 
100 89 
100 124 
100 62 
100 115 
100 104 
100 99 
100 105 
100 117 
100 117 
100 105 
100 112 
100 100 
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TABLE C 
Indices of Quantum of Imports into United Kingdom and United States, 1948-1951 
(1949 = 100) 
United Kingdom United States 


1948 1949 1950 1951 1948 1949 1950 1951 


Sterling Commodities 


Tea Hite me oe 88 100 78 98 97 100 114 88 
Rubber aa nal onlay 100 136 192 IOI 100 22 111 
URES esa Ae on 96 100 118 119 122 100 126 wal 
Wool ... ba sai 83 100 86 62 176 100 172 132 
Hides ... ee a 88 100 97 76 148 100 115 100 
Tin Sa ans at £04 100 99 108 143 100 141 47 
CGcOd ass Ae Seis 74 100 89 ifs} 87 100 105 97 
Average... See - 93 700 700 104 126 700 128 107 
Dollar Comniodities 
Wheat Rae aa 95 100 69 64 _ 100 197 350 
Cotton ioe sch 81 100 98 99 120 100 168 84 
Tobacco ne ee 94 100 102 118 96 100 103 119 
Zane. 7a, Sea at eblZ 100 99 85 112 100 125 70 
Read. ee wee owe 86 100 92 94 5 100 131 50 
Copper ... wes eg) eet ik th 100 102 115 86 100 95 115 
Coffee aac ee eh Bs) 100 91 96 95 100 83 92 


Average... Ade noolp AGH 100 93 96 97 100 129 126 


Sources. As for Table I. 


TaBLE D 
United Kingdom and United States Shave in World Trade, 1949 


Imports Ratio of 
Se Shares in 
W orld U.K. US: World 
a Trade 

Quanium | Quan- Quan- 

000 met- tum Os tum of 

vic tons (Ohise GES: 

Sterling Commidities 
Wea 4. ae <n 364 215 59 48 8 88 12 
Rubber ee sod h. EU KU 189 13 671 45 23 77 
Apute, oo. was aais 415 96 20 63 15 47 43 
Wool ... der ...| 1,040 369 35 124 t2Z 74 26 
Hides ... eh ‘ies N.A. 125° R NCA 133! N.A. 48 52 
151; eee is sii 199 21 11 62 Sl Pil) 73 
Cocoa tee ae 706 66 9 285 41 18 82 
Dollar Conwunodities 

Tobacco Se “om 440 136 31 40 9 78 22 
Wheat one .».| 23,000 4,480 19 246 1 95 5 
Cotton ats Sce|f AENY 466 24 99 5 83 17 
Zine Vis. ste ae 309 145 47 esl 4 37 56 44 
eadeinn es x. 491 145 30 104 21 59 41 
Copper ae a ee 316 23 516 37 38 62 
Cotfee oa se} 1,610 45 3 1,327 82 4 96 


Source. As for Table I. et 
1 Value of trade in 1951 in $ million. 


